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NEw Another Achievement from Monroe 

Never before has so much calculator function been compacted into so small 
a unit. Or so low a price. This is LA-9, the newest, the ultimate in Monroe's 
famous L line calculators. This one’s honored antecedents today are accom- 
plishing their time and lel eS desks in American 
business than any other calculator. LA-9 covers less area than a letterhead 
Sheet, weighs less than 18 pounds. Yet this new compact automatically 
performs many of the jobs that much bigger and costlier machines do. 
Its peak performance is guaranteed and maintained by Monroe’s nation- 
wide service organization. And at so moderate a price, it can quickly pay 
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Monmoe Calculating Machine Company of Canada, Ltd., Toronto * Offices throughout Canada. LB & DIVISION OF LITTON iNDUS 
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A GOOD MAN TO KNOW 


Your Independent Insurance Agent is a good man to call when it’s a matter of 
ACCOUNTANTS’ LIABILITY INSURANCE. 


He offers alert, on the spot, expert service that can save you trouble and time. 


Ask your independent insurance agent or our nearest branch office about 
our COMPREHENSIVE INSURANCE SERVICE. 


including all types of LIABILITY 
FIRE 
SURETY and MULTI-PERIL Risks 


Consult him for a professional analysis of your or your clients’ insurance 
problems and needs. 


Half a Cenutry of fair dealing 


The Canadian Surety Company 


M. B. STRONG, President 


Head Office: Toronto, Ontario 


Branch Offices: 


Halifax, Montreal, Ottawa, Winnipeg, Edmonton, Calgary, Vancouver. 


FIRE — CASUALTY — SURETY — INLAND 
TRANSPORTATION 
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SB Business and professional 
men appreciate the value of 
our Agency Services. 


Toronto Montreal 
Hamilton Winnipeg Calgary Trust 
Edmonton Vancouver Victoria 
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Purchasers and Distributors 


of Government, Municipal and 





Corporation Securities 





A.E. Ames & Co. 


Limited 
Business Established 1889 
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IN THIS ISSUE 


K. R. LAVERY, C.A. (page 135) 

In “Pros & Cons of Leasing”, Ken- 
neth R. Lavery’s aim is to present his 
subject in its proper perspective. “In 
my opinion” he told the Editor, “the 
question of whether advantages of 
leasing are real or illusionary hinges, 
all things being equal, on the ability 
of the company to earn a sufficient re- 
turn on the additional cash balances 
accruing through the leasing method.” 
The author has purposely refrained 
from taking a firm stand either way 
and concentrated on examining one 
approach in evaluating the return on 
investment of an increased cash flow. 

Mr. Lavery is a senior consultant 
in the Toronto office of Payne, Ross 
Limited. He was admitted to mem- 
bership in the Institute of Chartered 
Accountants of Ontario in 1958 and 
has written a number of articles and 


spoken before different groups on 
various management topics. He is 
also a member of the American Man- 
agement Association and the Society 
of Industrial and Cost Accountants. 


H. H. LANK (page 145) 

One of Canada’s top business exec- 
utives provides accountants with a 
timely and original discussion on the 
language of accounting and finance in 
relation to international trade. “In 
such a world, the accounting profes- 
sion finds itself with a community re- 
sponsibility far greater than that to in- 
dividuals. National governments, as 
well as corporate managements, must 
understand the implications of inter- 
national movements if they are to 
formulate policies best designed to 
protect our living standards — and 
here is where accountants have a vital 
role to play.” Thus, Herbert H. Lank 
sets the stage for his article “The Ac- 


counting Profession — Spokesman for 
Free Enterprise’. He raises some 
searching questions about world econ- 
omy and probes deeply into the un- 
derlying issue: that too few people 
really understand these complex sub- 
jects and that no one is better quali- 
fied than the accountant to set down 
the facts and disseminate them in a 
clear understandable way. 


Mr. Lank is a director and _presi- 
dent of Du Pont of Canada Limited. 
Born in the United States and edu- 
cated at various universities in 
France, he was formerly associated 
with E. I. Du Pont de Nemours and 
Company and its associated compan- 
ies, working in North and South Am- 
erica and Europe. He came to Can- 
ada in 1942 and joined Canadian 
Industries Limited where he was 
appointed a vice-president in 1943 
and elected a director in 1949. In 
1954 he became president of Du Pont 
of Canada Limited. He is a vice- 
president of the Canadian Council of 
the International Chamber of Com- 
merce, a member of the Canadian- 
American Committee of the National 
Planning Association and of the Can- 
adian Council, National Industrial 
Conference Board. 


L. F. URWICK (page 151) 

“There is a conflict at the heart 
of American views about leadership— 
a conflict between dream and reality. 
The dream is the primitive democracy 
of the early days of American history. 
The reality is the situation today 
when the economic work of the con- 
tinent is carried out by a range of 
great corporations with scores and 
hundreds of thousands of employees 
under unified control”, writes Lyndall 
F. Urwick in “Basic Concepts of Or- 
ganization”. “Why must there be au- 
thority? For the simple reason that 
there must be effective communica- 

Continued on page 118 
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NEW 1.A.C. SERVICE 


CAPITAL 
LOANS for 
CANADIAN BUSINESS 











Drawing upon more than 35 years’ exper’ ‘nce in providing financial 
services to Canadian business and industry, I.A.C. announces a new 
Capital Loan Service which offers medium term funds for development 
purposes to established companies, partnerships or individuals already 
doing business in Canada. 


Loans from a few thousand to hundreds of thousands of dollars are 
available when there is sound, continuing management, good prospects 
for the future, and where the amount required is reasonable in relation 
to the size of the owner’s investment. Terms are for up to five years 
and longer in certain cases. 


You are invited to inquire about an I.A.C. capital loan, assured 
that the special needs of your clients will receive prompt, confidential 
and careful attention in the hands of trained personnel. 


WRITE FOR FREE BOOKLET 


For the booklet, “Capital Loans for Canadian Business”, 
or specific information on behalf of a client, write: 
Capital Funds Division, 
Industrial Acceptance Corporation Limited, 
1320 Graham Boulevard, 
Montreal 16, Quebec. 


INDUSTRIAL ACCEPTANCE 
CORPORATION LIMITED 


122 branch offices throughout Canada 








Just Published! 


ELECTRONIC 
DATA PROCESSING 
and AUDITING 


FELIX KAUFMAN, CPA, Partner, 
Lybrand, Ross Bros. & Montgomery 


The first book to spell out solutions 
to problems faced in the business use 


of computer systems and the effects of 
EDP on traditional accounting and auditing prac- 
tices. Arranged for ready reference is a wealth 
of practical advice and assistance on the planning, 
operation and use of processing systems. Book 
explains planning procedures and specific pro- 
gramming arrangements for typical accounting 
applications; analyzes methods for achieving built- 
in internal control. 1961. 210 pp., 50 ills. 


$6.00 
The TELEVISION 


BUSINESS 


ACCOUNTING PROBLEMS OF 
A GROWTH INDUSTRY 
WARDE B. OGDEN, CPA, Partner, 
Price Waterhouse & Co. 


The only complete guide to the busi- 
ness, accounting and financial practices 


characteristic of the television business. 
Book relates sound accounting principles to the 
realities of the production, distribution, and 
broadcasting of television programs. Anal:zes 
specific accounting problems in which practices 
are unsettled or being challenged, and presents 
the advantages and disadvantages of various pos- 
sible solutions. 1961. 256 pp., 13 charts. $6.00 


MB ORETAIL MERCHANDISE 
ACCOUNTING 


HERMON F. BELL, CPA, and LOUIS C. 
MOSCARELLO, CPA — Partners, 


Lybrand, Ross Bros. & Montgomery 
Third Edition of this standard guide- 
book adapts sound, up to date 


accounting principles to the distinctive 
techniques, procedures, and problems of retailing 
establishments. Throughout, it combines practical 
advice with concrete examples worked out with 
specific figures, mathematical formulas, and tables. 
Book underscores the Lifo method of inventory 
determination; includes latest information on 
changes in cycle billing, installment practices. 
etc. 3rd., 1961. 500 pp. 49 ills., tables $12.50 











USE THIS COUPON TO ORDER 


I Please send books checked below: 


| ( Electronic Data Processing 
| and Auditing, Kaufman .................. $6.00 


| (1 The Television Business, Ogden ... $6.00 
( Retail Merchandise Accounting 


| 3rd ed., Bell-Moscarello .................... $12.50 

Enclosed find remittance in U.S. Funds. 

| Firm sracensoess cee 

| CCA-11 
Ordered by ............ saeeias 


THE RONALD PRESS COMPANY 
15 East 26th St., New York 10 
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Continued from page 1/6 


cation. Men cannot cooperate effec- 
tively for any purpose unless they 
can ‘keep time’ with one another.” 
The author then proceeds to offer 
some useful advice to those respon- 
sible for building up a healthy organi- 
zation. The distinguished British 
management consultant points out the 
importance of studying the moral and 
physical forces of management as well 
as the mechanics of company organi- 
zation. 

Mr. Urwick is chairman of Urwick, 
Orr & Partners Limited, London, Eng- 
land and CCA readers will remember 
his previous article “The Objectives 
of Management” (April 1959). His 
published works on the practice of 
management include many books and 
several hundred articles which have 
appeared in professional and trade 
journals throughout the world. Dur- 
ing World War II he was consultant 
in organization to HM Treasury and 
from 1945 to 1947 he was chairman, 
Committee of Education for Manage- 
ment at the Ministry of Education. 
He is a founder member and former 
vice-chairman of Council of the Brit- 
ish Institute of Management and a 
member of nearly a dozen profession- 
al societies. 


D. R. SINCLAIR, C.A. (page 157) 


One of the thorniest problems 
facing Canadian taxpayers is that of 
distinguishing between capital gain 
and income. Since 1948 there have 
been a great many cases concerned 
with this subject before the courts, 
and because there is no specific form- 
ula which can be applied in every 
case, the authorities have developed a 
number of tests which can be of help 
in determining the category into 
which they fall. In “An Analysis of 
Capital Gains Cases” David R. Sin- 
clair describes the techniques that are 
being used and presents a number of 
examples of capital gains cases which 
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have been heard by the taxation au- 
thorities and in which the taxpayers 
did not meet with much success. 

Mr. Sinclair is a partner in the Van- 
couver office of McDonald, Currie & 
Co. and a member of the Institutes of 
Chartered Accountants of Scotland 
and British Columbia. Before joining 
his present firm in 1955 he was asso- 
ciated with the Canadian Pacific Rail- 
way Co. and California Standard Co. 
as an internal auditor. 


J. W. THOMSON, C.A. (page 165) 


The drilling of oil and gas wells 
gives rise to a number of interesting 
accounting problems which petroleum 
accountants are called upon to solve. 
“Accounting Problems in Oil Drilling” 
by John W. Thomson is an article of 
considerable interest relating to this 
highly specialized industry. In the 
first place, drilling is extremely costly 
and the risks undertaken are consid- 
erable; in the second place, costs even 
within reasonable limits are often im- 
possible to estimate because of the un- 
certainties of the work. The author 
offers some ideas on procedures which 
can help in the control of operating 
costs. 

Mr. Thomson is a director and 
treasurer of Peter Bawden Drilling 
Co. in Calgary. From 1956 to 1958 
he was assistant treasurer of English 
Electric Co. of Canada Limited in 
Toronto from where he moved to his 
present position. He became a chart- 
ered accountant in 1954 and is a mem- 
ber of the Institutes of Chartered Ac- 
countants of Ontario and Alberta. 


EDITORIAL (page 131) 


This month’s editorial “Cost Con- 
sciousness” by Gordon H. Cowper- 
thwaite, C.A. brings sharply into focus 
recent changes in economic conditions 
in Canada and their possible effect 
on business generally. The author 


Continued on page 120 
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LOWEST RATES — FOR FULL DETAILS, 


PHONE OR WRITE 


AETNA FACTORS 








o GRAND & TOY 
MATCHES ANY | 
o SHEET YOU NEED § 


—Accountants’ Work 

Papers 
©  —Ruled Foolscap 

—Ledger and Columnar 
Sheets 

—Ring Book Sheets 

—Graph and Chart Paper 

Biggest selection of stock rul- 


ings. Complete facilities to pro- 
duce special sheets to order. 


© JUST SEND US A SAMPLE 


Ask your G & T Salesman or 
G & T Store. Phone Orders: 


HI. 4-1111, Toronto; LI. 4-2851, 
Hamilton. Or write address 


eke 


OFFICE SUPPLIES ¢ PRINTING 
BUSINESS FURNITURE 








Continued jrom page 119 
discusses the new and challenging de- 
mands upon the profession and makes 
a vigorous plea for chartered account- 
ants to play a more active part in 
providing industry with leadership in 
those fields for which they are par- 
ticularly qualified. 

Mr. Cowperthwaite is a partner in 
the Toronto office of Peat, Marwick, 
Mitchell & Co., and is in charge of 
its Canadian management controls de- 
partment. His most recent article to 
appear in this journal, “Electronic 
Computers in Business” (December 
1960), was republished as the article 
of the month by the Canadian Credit 
Institute. 


Forthcoming Features 


A New Look aT Prorir SHARING 
DELEGATION OF AUTHORITY 





MAIL ORDERS:— 33 Green Belt Dr., Don Mills, Toronto 


SEVENTH SUMMER SCHOOL IN ACCOUNTANCY 
McGILL UNIVERSITY, MONTREAL 


TUESDAY, MAY 9, Through FRIDAY, JUNE 2, 
1961 


The school will open on Tuesday, not Monday as in previous years. 

The general object will be to provide a broad but intensive education in 
the subjects of Accounting and Auditing, with emphasis on basic theory and 
principles. Particular attention will be given to preparation for the Inter- 
mediate and Final Professional Accountancy Examinations, to consolidate 
formal studies already eted. 

Residence on the university campus will be a definite requirement, for 
full benefit from the school may be obtained only by continued association 


with other students outside the class periods. 
The syllabus for the two divisions of the school will be as officially laid 
down for the Intermediate and Final C.A. examinations, respectively. 
There will be six hours of class instruction each day from Monday 
through Friday, the week-ends being free. The teaching staff will comprise 


Professor Ken F. Byrd, Director of the Summer School, and Professors 
D. R. Patton, P. C. Briant and A. R. Marshall, from the McGill School of 
Commerce. 

Apply promptly for full particulars to the Summer School in Accountan- 
cy, School of Commerce, McGill University, Montreal. 











TWO YOUNG MEN.. 


erry 


AN IDEA...and... 


When John X and Harry Y first ap- 
roached Industrial Development Bank on 
behalf of their small ——— company 
they had a clear idea of the lines along 
which they wanted their company to de- 
ae but, partly because the a ke 
e operating equipment were quite high- 
ly acdc they were experiencing dif_i- 
culty in obtaining term financing for an 
urgently needed plant expansion. 


The fact that their company was growin 
fast in a very competitive field reflect 
the energetic and competent management 
of the two principals. The expansion plan 

sound to IDB officers but the prin- 
cipals had not yet given much thought to 
the larger working capital they would 
need to handle the increased volume an 
expanded plant would be able to produce. 
This aspect among others was gone into 
thoroughly with them and, in the end, IDB 
agreed to finance the cost of the plant ex- 
pansion with the owners putting in some 
more money to improve the company’s 
working capital. and keep their investment 
in reasonable relation to borrowings. 


The space cago was relieved for a 
time by this expansion and the com- 
pany continued to grow despite occasional 
setbacks of the kind experienced by most 
businesses. 


Three or four years later, the plant was 
again bursting at the seams but further en- 
largement of the building was not pos- 





sible and the principals began to think 
seriously of moving to a large metropolitan 
centre. They changed their minds, how- 
ever, when a group of local citizens, im- 
pressed by the company’s record of pro- 
gress and being anxious to keep the indus- 
try in the community, off 


to invest as 
minority shareholders in the operation. 
IDB was approached once more and again 
extended financial assistance for a new and 
larger building to be located in the same 
town, and for additional equipment. The 
further expansion successfully completed, 
the company is now the largest empleyer in 
town and is still growing lustily. 


The combination of an original sound 
idea, the energy and initiative of two young 
men to dev it, adequate and timely 
term financing by IDB for plant expansion 
when needed, has enabled this enterprise 
to win a leading lace in Canadian indus- 


try 


This business is‘ one of more than 3000 
enterprises which have been helped to suc- 
cess through IDB financing. IDB was es- 
tablished in 1944 to provide financial as- 
sistance to industrial enterprises unable to 
obtain satisfactory term financing through 
normal channels. If you have a business 
financing problem,* you are invited to 
write or visit the nearest IDB office for 
information and a descriptive booklet — or 
consult your auditor, lawyer or chartered 
banker. 


INDUSTRIAL DEVELOPMENT BANK 


Regional Offices: Vancouver, Edmonton, Calgary, Regina, Winnipeg, Sudbury, London, 
Toronto, Ottawa, Montreal, Quebec City, Saint John, Halifax 


*I.D.B. can consider proposals for financial assistance in these activities: 
manufacturing, processing, assembling, installing, overhauling, reconditioning, altering, 
repairing, cleaning, packaging, transporting or warehousing of goods; logging, operating 


a mine or quarry, drilling, construction, engineering, technical surveys or scientific re- 
search, generating or distributing electricity or operating a commercial air service, or the 
transportation of persons, or supplying premises, machinery or equipment under lease 


to any business mentioned above. 
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Make clean dry copies 
of financial statements 
and accounting records 
on white bond stock 


ia just 43 secomes 


With a “THERMO-Fax”’* Copying Machine you can now make 
up your financial statements on snow-white bond copy paper. 
In fact, ‘“‘THERMO-FAx”’ white bond is ideal for accounting 
records and all the paperwork around your office. And a 
‘“THERMO-FAx”’ Copying Machine offers endless time-saving, 
cost-saving advantages. Take for example, speed... copies 
in just 4 seconds because of its simple, one-step operation. 
All-electric, completely dry, with no messy chemicals or 
bothersome negatives to slow you down. Error-proof too! 
Saves hours and hours of typing. There are many more 
benefits . . . call your local representative or write for fur- 


ther information. 
*7'".M. Reg’d. 
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MINNESOTA MINING AND MANUFACTURING 
OF CANADA LIMITED, BOX 757, LONDON, CANADA 
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C.1.C.A. News 


Special Meeting Called 


A special meeting of the presidents 
and other representatives of the Pro- 
vincial Institutes and the Executive 
of the Canadian Institute was called 
on January 11 in Toronto by C.I.C.A. 
president J. A. Wilson to discuss the 
national implications of the proposed 
merger of the Institute of Chartered 
Accountants of Ontario with the Certi- 
fied Public Accountants Association 
of Ontario. At the meeting each 
province presented its own back- 
ground of the situation and views 
were exchanged with the representa- 
tives of the other provinces. 


Executive Meets 


On January 12 the C.I.C.A. Execu- 
tive met in Toronto under the chair- 
manship of J. A. Wilson, president. 
The executive authorized the appoint- 
ment of a special committee to study 
the objectives and organization of the 
Institute. 


The Executive also appointed J. W. 
Abbott, Winnipeg, second vice-presi- 
dent of the C.I.C.A., as chairman of 
the Canadian delegation to the Eighth 
International Congress to be held in 
New York in September 1962. Vice- 
chairman will be G. W. Hudson, 
Moncton, C.I1.C.A. first vice-president. 


Staff Appointment 

R. C. White has been appointed to 
the staff of the Canadian Institute in 
the capacity of assistant secretary — 
administration. Mr. White was ad- 
mitted to the Institute of Chartered 
Accountants of British Columbia last 
month. He graduated from the Uni- 
versity of British Columbia in 1956 


COMMENTS 
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and trained with Winspear, Hamilton, 
Anderson & Company in Vancouver. 


Meetings 

Jan. 11-14 — Board of Examiners-in- 
Chief in Mont Gabriel, Que. 

Jan. 30 — Taxation Committee in To- 
ronto. 


Uniform Code of Ethics 

A final draft of a proposed uniform 
code of ethics has been sent to all 
members of the Canadian Institute’s 
Uniform Code of Ethics Committee 
for approval, and it is expected that 
it will be presented to the Executive 
and Council of the Canadian Institute 
at their spring business meeting in 
May. 


Taxpayers Win One out of Two 


Of the 273 income tax decisions 
handed down in Canada in 1960, the 
taxpayer won 49%. This was a gain 
over 1959 when he emerged victorious 
in only a third of his appeals, accord- 
ing to CCH Canadian Ltd., tax re- 
porting authority. 

In 1960, the taxpayer succeeded in 
119 of 228 cases heard by the Tax Ap- 
peal Board, in 12 of the 32 cases be- 
fore the Exchequer Court, but in only 
one of the six cases before the Su- 
preme Court of Canada. 


Eighth International Congress 


The Congress Committee of the 
Eighth International Congress of Ac- 
countants, 1962, announce that the 
theme for the Congress will be “Au- 
diting and Financial Reporting in the 
World Economy”. The Congress will 
be held in New York beginning Sep- 
tember 23 and ending on September 
27, 1962. From the preliminary ar- 
rangements outlined below it would 

continued on page 126 








FOURTH ANNUAL CA. REVIEW COURSE 
UNIVERSITY OF SASKATCHEWAN, SASKATOON 


MAY 8 Through MAY 26, 1961 


The Review Course is designed as an intensive review of studies pre- 
viously completed by candidates. Specific attention is directed towards 
proper approaches to problems of typical Intermediate or Final Charter- 
ed Accountant examinations. 


Class sessions are held Monday oa) Friday inclusive for at least 
six hours daily. Separate courses will be conducted for Intermediate 
and Final students following the respective Chartered Accountants’ 
= Problems and other course material will be provided through- 
out. 


David H. Bonham, C.A., will direct the course. Other staff members 
include John R. E. Parker, C.A., and R. Gordon McCartney, C.A. 


As it may become necessary to limit enrolment interested students are 
urged to apply promptly. Registration forms and further information 
may be obtained by writing:— 

C. A. Review Course, College of Commerce, University of Saskatchewan, 
Saskatoon, Sask. 


University residence facilities will be available to students at reasonable 
rates. Course fees covering tuition and printed material are:— 


Final Candidates — $55.00 
Intermediate Candidates — $45.00 


“AUDIT REPORTS — 
Their Nature and Significance” 


A publication designed to promote a better understanding of the auditor’s work 
and the significance of his opinion on the financial statements. 


This booklet, prepared by a Special Sub-Committee of the C.I.C.A. Committee 
on Accounting and Auditing Research, is of such importance that a copy has 
been sent to every chartered accountant and every bank manager in Canada. 


Order additional copies now for distribution to your clients. 


$1.00 a copy Please send me copies of ‘‘Audit Reports— 
60c a copy Their Nature and Significance’ for which is en- 
for quantities 
of 20 or more 
Note: All orders of 
less than $5.00 should 


be accompanied by 
remittance. 
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WHY LET CREDIT 
LOSSES EAT UP 
HARD-WON PROFITS? 


The risk of bad debts . . . of credit 
losses . . . worries about slow pay- 
ments . . . difficult credit decisions— 
these are problems that many of your 
clients face every day. 


They are unprofitable problems, be- 
cause they consume valuable manage- 
ment time and energy; they are gen- 
uine worries, because even one credit 
loss today can seriously jeopardize a 
company’s position. 

Canadian Factors’ service can free a 
manufacturer completely from such 
risks. At very low cost, we can give 
some of your clients 100% protection 
against credit losses — full assurance 
of expected profits — complete relief 
from credit decisions and collection 
worries, 


HERE’S HOW OUR SERVICE WORKS: 
®@ We buy the client’s accounts re- 
ceivable outright — he receives 
cash as soon as the merchandise 
is shipped. 
We guarantee payment 100%— 
once we’ve bought his accounts, 
the credit risk becomes our worry. 
We free the client from making 
credit decisions — he’s able to 
devote his full time to the profit- 
making aspects of his business. 
We relieve him of the expense 
and trouble of accounts-receivable 
bookkeeping, collection and credit 
departments. 
Perhaps these services could be of 
great help to some of your clients. 
If you'd like to discuss the advantages 
of factoring with them, and you want 
more information for your own use, 
write today for our free booklet: 
“Credit Protection and Receivables 


Financing”. 
fh 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal 


Vi 9-8681 
Established in 1931. 
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seem that an attractive program is in 


the making. 


Sunday, September 23 
Afternoon: 
Church services 


Evening: 


General reception and buffet supper 


Monday, September 24 
Morning: 


Plenary session — Three major addresses 


Noon: 
Group luncheon for men 
Ladies’ luncheon 


Afternoon: 


Ten simultaneous identical subject ses- 


sions in groups of about 200 
Evening: 
Entertainment 


Tuesday, September 25 
Morning and Afternoon: 


Fifty simultaneous discussion groups of 
about 25 persons, including luncheon 


for each group. 
Noon: 


Ladies’ luncheon and fashion show 


Evening: 
Delegates’ dinner 


Entertainment for non-delegates and 


ladies 
Wednesday, September 26 


Free day for organized tours and other 


entertainment 
Thursday, September 27 
Morning: 
Plenary session closing conference 
Afternoon: 
Free 
Evening: 
Grand ball 


Further information on the subjects 
to be discussed and the arrangements, 
as they become available, will be pub- 


lished later. 


Business Executives Courses 


Three courses of interest to business 
executives have been announced by 
Queen’s University. From May 9 to 
12 an income tax course will be given 
consisting of a coordinated program 








of instruction in the fundamentals of 
income tax. 

A five-day course from May 29 to 
June 2 entitled “Perspective for Man- 
agement” will deal with problems of 
planning, organization, direction, co- 
ordination, control and human rela- 
tions. Among the lecturers are Er- 
win Schell, professor of industrial 
management, Massachusetts Institute 
of Technology; A. R. C. Duncan, dean 
of Arts, Queen’s University; and Stuart 
Finlayson, president, Canadian Mar- 
coni Company Limited. 

The annual summer school for exec- 
utives will take place from June 26 to 
July 14. Intended for men with con- 
siderable management experience, it 
will follow the lecture and case-study 
methods to study executive action, hu- 
man relations, marketing and sales 
management, management account- 
ing, financial management and pro- 
duction management. 


New C,1.C.A. Publications 

Last month three new publications 
aimed at helping accountants, bankers 
and business executives in their work 
were published by the C.I.C.A. 


“Principles of Estate Planning”, con- 
taining a series of articles which ap- 
peared during 1960 in The Canadian 
Chartered Accountant, covers the 
function of a trust, use of life insur- 
ance, tax effect on lifetime gifts, the 
corporation in estate planning, as well 
as the role to be played by the lawyer, 
accountant, life underwriter and trust 
officer. It is available at $2.00 a copy. 

The second brochure in the man- 
agement series “Management Plan- 
ning” is a follow-up to “The Function 
of Management” which was published 
last year. In it there are ten chapters 
pointing the way to a better under- 
standing of organization for planning, 
market and sales forecasting, man- 


power, materials, production, facili- 
ties, product and financial planning. 
It is also priced at $2.00 a copy. 

“Audit Reports — Their Nature and 
Significance” has now been distribut- 
ed to every chartered accountant and 
bank manager in Canada. Additional 
copies are available at $1.00 each or 
60c each for quantities of 20 or more. 
It is hoped that many firms and prac- 
titioners will take advantage of the 
quantity offer to distribute the bro- 
chure to their clients. 


1962 Asian Conference 
The next Asian and Pacific Confer- 


ence of Accountants will be held in 
Tokyo in October 1962. 


New McGill Business School 


McGill University plans to start a 
graduate school of business in Sep- 
tember 1961. It will offer a two-year 
course leading to the degree of Master 
of Business Administration. First 
year calls for study of the economic, 
political and social problems of busi- 
ness which are of national interest. 
The second year will combine the 
case method of teaching with an ana- 
lytical approach. 


CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, international department, head 
office, Toronto, as at 4 p.m., December 30, 
1960: 

Australia (pound) 2.24%; Belgium (franc) 
.0202; Denmark (kronor) .1453; France 
(franc) .2043; Germany (d. mark) .2400; 
India (rupee) .2110; Italy (lira) .0016; 
Mexico (peso) .08; Netherlands (guilder) 
.2658; New Zealand (pound) 2.80%; Nor- 
way (kroner) .1403; Sweden (kronor) 
.1936; Switzerland (franc) .2325; Union of 
South Africa (pound) 2.80%; sterling in 
Canada, 2.79 - 2.80; sterling in New York, 
2.80% - 2.80%; U.S. dollars in Canada, %-% 
discount. 


127 





CORRESPONDENCE 


January 9, 1961. 


The Proposed Merger 
Sir: I am writing in connection with the 
proposed merger of the Institute of Char- 
tered Accountants of Ontario with the Cer- 
tified Public Accountants Association of On- 
tario (CCA, January 1961). 


The fact that discussions have reached 
such an advanced state without any attempt 
to obtain some expression of opinion from 
the membership surprises me, particularly 
since I understand that similar proposals 
have been rejected by the membership at 
large in the past. This cannot now be 
helped, but I would expect that Council 
will now resist any desire to rush this 
matter and make ample opportunities avail- 
able for discussion and clarification of both 
the proposal and alternative proposals. It is 
my opinion that negotiations with the 
Certified Public Accountants Association of 
Ontario should cease immediately until 
authority for them to continue has been 
obtained from the membership. 


As a recent graduate keenly interested 
in the profession and its future, I am deeply 
disturbed that Council has approved this 
idea in principle. 

The letter to the Ontario members from 
the president of the Ontario Institute asserts 
that differences between the standards of 
the C.A.’s and the C.P.A.’s have been large- 
ly eliminated. It may be true that the 
professional objectives and concepts adopted 
by each of the organizations are similar, but 
there is little doubt in my mind that, in 
fact, there are relatively few of the Ontario 
C.P.A.’s who are in a position to achieve 
these standards and many who are certainly 
in no position to carry out the professional 
activities which it is expected that every 
chartered accountant should be able to 
handle satisfactorily. How a Council, which 
is charged with the responsibility of pro- 
tecting the welfare and interest of the In- 
stitute and the accounting profession, which 
is pressing for ever higher standards in the 
basic educational requirements for students 
and which is concerned with ensuring that 
minimum standards be attained, can approve 
such a proposal is exceedingly difficult for 


me to understand. The merger, if effected, 
will result in swelling the ranks of the char- 
tered accountants with, among others: 


a) Persons having absolutely no practical 
experience in public accounting. 


b) Persons who have never passed or writ- 
ten an examination more difficult than 
our present intermediate examination. 


c) Persons who have never written any 
examination in the subjects of auditing 
or accounting. 


Any proposal for the recognition of such 
obviously unsatisfactory persons as chartered 
accountants hardly warrants serious con- 
sideration or discussion. 


The letter continues—“However, the con- 
tinuation of two professional organizations 
in the same field has created confusion in 
the minds of the public and is an impedi- 
ment to our development and proper recog- 
nition as a profession. This has not been 
in the public interest.” I believe that there 
are very few business persons in Canada, or 
interested parties in the United States, who 
are not aware of the differences between a 
C.P.A. and a C.A. in Canada. Any failure 
by the non-business public to distinguish 
between types of accountants will not be 
removed by the disappearance of one as- 
sociation. What does it matter as long as the 
people who need to know do know? In any 
case, even if the assertion made were com- 
pletely correct, I do not consider that the 
end justifies the means. There must be 
many more constructive ways by which 
Council could make the public more aware 
of the profession of accountancy and the 
role of chartered accountants. 


As far as the public interest is concerned, 
I submit that it would not be served by 
the proposed merger. An influx of inade- 
quately trained chartered accountants must 
result in an immediate lowering of stand- 
ards and in some loss of public confidence. 
Such a lowering of the professional stand- 
ards of performance can only be disadvan- 
tageous to the financial community, the pub- 
lic at large and necessarily the present char- 
tered accountants. In the past, many leaders 
of our profession and the community have 
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written or spoken about the standards of 
chartered accountants. I need only quote 
from two. 

Mr. H. P. Herington, F.C.A., in an 
address to the new members of the Ontario 
Institute in 1952, recalled that in 1946 
some consideration had been given to re- 
laxing the standards of admission for ser- 
vice men who had been out of touch. The 
standards were not lowered, and it was 
subsequently shown that there had been 
no need to do so. Mr. Herington went on 
to say—“We have made the words ‘Char- 
tered Accountant’ mean something special— 
let us keep it that way.” 


Premier Leslie M. Frost of Ontario, in 
addressing members at a luncheon to mark 
the official opening of the Institute’s new 
office building in 1954 said—“I am glad to 
say that the Institute has resisted the 
temptation to gain numerical strength at the 
expense of reduced standards of proficiency, 
but instead has expanded its facilities in 
order that the need for trained accountants 
may be met.” 

These gentlemen, together with many 
others, are now to be betrayed. The fact 
that the problem will cease to exist, say, 40 
years after the merger must not be allowed 
to lull us into accepting the proposal. Such 
a philosophy has no place in a profession 
whose members are accepting and undertak- 
ing responsibilities on behalf of the public 
today, and everyday. 

We should consider the position of the 
chartered accountant in industry a little 
more. A C.A. certificate has always been 
recognized as a mark of achievement in a 
course which is widely known as a rigorous 
one. All this is to be swept away in the 
guise of professional development. After a 
merger the letters “C.A.” will mean very 
little, and enquiries will have to be made 
by prospective employers as to the means 
by which the certificate was obtained; or 
worse still, all C.A.’s will be viewed with 
less regard. Is this what we want? 


The additional proposal that licensees 
under the Public Accounting Act, other 
than members or students of the qualifying 
bodies, should be able to obtain a C.A. 
certificate by merely writing and passing 
our final examination is little less than a 
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repudiation of much of what the profession 
has been striving for over the past several 
decades. This is the case no matter how 
unlikely it is that this concession will result 
in any appreciable number of chartered 
accountants. 

It is with regret that I see this proposal 
made. Council would be achieving its ob- 
jectives by concentrating on the improve- 
ment of our standards, being ever vigilant 
for infractions of rules of ethics and provid- 
ing continuing education for our graduates. 
The latter is important but is being neg- 
lected. Properly organized post-graduate 
courses in specialized areas can only result 
in a widely recognized profession deserving 
the utmost confidence of the public and the 
business entities which its members serve. 

I understand that it is the intention of 
the Ontario Council to call a special meeting 
of members to which the proposal will be 
put and decided on by a simple majority of 
the votes of members present. Whatever 
the legal position may be, it is my firm be- 
lief that Council can only fulfil its respon- 
sibilities to the membership by providing 
that a poll of all members be made by mail 
and that a majority of two-thirds of the 
votes cast should be required to warrant 
such an important change. 

It is my intention to actively oppose this 
proposal and I would appreciate hearing 
from anyone having views on the matter. I 
particularly feel that members of all Provin- 
cial Institutes should make themselves heard 
as the merger, if completed, will have the 
inevitable and deplorable result of diluting 
the standards of the Canadian Institute of 
Chartered Accountants. 

F. GERALD TOWNSEND, C.A. 


Toronto, Ontario. 


Readers of The Canadian Chartered Ac- 
countant are invited to express their opin- 
ions on articles appearing within our pages. 
Letters will also be welcome on other topics 
of interest to the profession but all corres- 
pondence must bear the writer’s signature 
and address (which will be withheld, if so 
requested ), 

The Editor. 
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Editorial 


COST CONSCIOUSNESS 


Who in the business world today can be unaware of Canada’s 
mounting trade deficit, of our high rate of unemployment, and of in- 
creasing foreign ownership of our industries? Comments on these 
situations appear almost daily in the press, and Royal Commissions 
are being established to investigate troubled segments of the indus- 
trial economy. 

True, Canadian industry finds itself hard hit by imports, and 
higher tariff barriers are being urged to help Canada maintain her 
status as an independent nation. Even with increasing tariff barriers, 
can we still maintain our present living standards in competition with 
increasing efficiency and higher standards of design and research in 
European and, more recently, Far Eastern countries? 

Such thoughts are not pleasant. Though referred to, often oblique- 
ly, and talked about, perhaps rather casually, they are seldom faced 
directly by professional groups. 

If our profession is to provide leadership to the Canadian busi- 
ness community, can we afford to ignore the problems confronting 
our economy, and indeed our national life? If we do, we are invit- 
ing the criticism of future generations, who may well say that our 
profession took no action to assist business at a critical period in our 
economic history. 

A way in which business can face reality is by developing an in- 
creasing cost consciousness. Cost consciousness is something deeper 
than an awareness of wasteful administrative practices; it extends to 
the areas of production, where there is often union resistance to im- 
proved methods or automation techniques, and of marketing, where 
lack of understanding of basic concepts has rendered many Canadian 
companies dangerously vulnerable to foreign competition. 

To explain and foster cost consciousness, then, requires a clear un- 
derstanding of management practices in all areas of business and in- 
dustry. Are we, as a profession, sufficiently aware of these, and are 
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we able to offer sound and practical advice? Even in our own par- 
ticular sphere, are we doing enough to explain profit and expense 
data in such a way as to reveal areas of inefficiency and thus assist in 
improvements? 

Certain segments of our profession are actively engaged in mak- 
ing Canadian companies cost conscious; they are rendering manage- 
ment services in such areas as industrial engineering, marketing and 
general management controls. As yet, however, only a few practition- 
ers regard these as important professional activities. Nevertheless, 
management services are believed by many to be an important or even 
vital step to improved efficiency in Canadian industry. Evidence of 
this can be seen in the great increases during the past decade in the 
number of persons working in this field, a field which can best be pro- 
vided by professional accountants. 

What, then, is the answer? Is it not time for our profession to ana- 
lyze the services being offered to industry, and determine their ade- 
quacy for the country’s present and future needs? The next decade 
may well be crucial for the national economy and for our own pro- 
fession. Our members serve every section of the manufacturing, dis- 
tributing, financial and governmental communities. We are in an 
unparalleled position to assist the Canadian economy, first, by foster- 
ing cost consciousness, and, secondly, by developing ways and means 
to assist industry. An example of the fact that our profession is con- 
sidered well-qualified for such tasks can be found in the appoint- 
ment of an eminent chartered accountant to head a Royal Commission 
to inquire into the efficiency of the Federal Government and make 
recommendations for improvments. 

Our profession has a special obligation to those who will become 
chartered accountants in the next decade: they must be imbued with 
the need to serve industry in wider fields than in the past, and with 
recognition of their responsibility to industry and to the country as 
well in the areas of cost reduction and improved industrial efficiency. 
In addition, present members of the profession must make efforts to 
provide the services needed, and to give industry the leadership in 
those fields for which we are particularly qualified. 

Not everyone will agree on exactly how far our profession should 
go in the field of management services to promote greater efficiency 
and create a more profound awareness of costs. Few, however, will 
deny that the present economic indicators are disquieting, or that 
they demand action if Canadian industry is not to eliminate itself 
from many world and home markets. It is up to chartered account- 
ants, in the forefront of industrial life, to recognize their responsi- 
bilities and take the initiative. 


THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1961 
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EDITORIAL 


THE PROPOSED MERGER IN ONTARIO 


THE PRoposAL that the Institute of Chartered Accountants of Ontario 
and the Certified Public Accountants Association of Ontario should 
merge is a matter of the greatest interest to chartered accountants 
throughout all of Canada. The proposal, which has the backing of 
Council, has obviously not been made to the membership without 
considerable study and thought and, presumably, not without recog- 
nizing that some of the members will immediately react against any 
suggestion that almost one quarter of the membership of the Insti- 
tute should consist of those who have not necessarily had the same 
experience in public accounting, taken the same course of study, nor 
passed the same examinations as have present members. 


As the proposal envisages that the merged body will be called the 
Institute of Chartered Accountants of Ontario and all its members 
will be entitled to use the appellation “C.A.”, it might be assumed 
that this merely involves the admission of some 1,100 members to the 
Institute without writing the Institute examination and the disappear- 
ance of the C.P.A. Association in Ontario. A close study of the pro- 
posal, however, reveals that more than this is involved; it is a true 
merger, for protection is afforded to all present students of the Asso- 
ciation in Ontario, and it is agreed to continue the training of stu- 
dents not actually engaged in public accounting until such time as 
the merged institute can study the necessity of continuing to provide 
facilities for the training of accountants in industry. 


Over the past ten years the Certified Public Accountants Associa- 
tion of Ontario has unquestionably improved its standards and train- 
ing program and has provided a real service to the public in making 
available a good educational course to accountants in industry. If 
the only purpose of the proposed merger is to eliminate an active 
competitor, chartered accountants will naturally be hesitant before 
voting for such a proposal. Competition is a useful corrective for 
those who sell services, as it is for those who sell goods. It prevents 
lethargy and complacency from dominating a group. 


The proposal, however, is not put forward on any such selfish 
basis, but rather as a necessary step to the development and proper 
recognition of the public accounting profession in Ontario. Chartered 
accountants in practice engage in many activities — including taxa- 
tion, trustee work, general accounting services, and those many 
varieties of business counselling which have come to be referred to 
as management consulting. The most important part of most prac- 
tices, however, is public accounting; that is, the adding of credibility 
to financial statements by the expression of an opinion based on an 
adequate examination of the underlying data. While all work of a 
chartered accountant should be done in a professional manner, this 
work is peculiarly professional because the public is completely de- 
pendent upon the integrity and capability of the practitioner and is 
unable to judge the quality of his performance. And, under such 
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circumstances, the public needs the protection of a professional body 
to be sure that appropriate standards are maintained. 

Throughout Canada the various Provincial Institutes have pro- 
vided this protection to those who have used the services of their 
members. However, in Ontario, and in many other provinces, 
chartered accountants have not been the only ones who practice in 
the public accounting profession, and the lack of common standards 
of training and skill has confused the public and made it more diffi- 
cult for chartered accountants to achieve public recognition commen- 
surate with their abilities. The proposed merger with the Certified 
Public Accountants Association would not completely eliminate the 
possibilities of misunderstanding, but it would certainly remove the 
most obvious cause of confusion. 


Those who have initiated the proposal have done so because they 
are concerned with the long-term position of the profession and are 

prepared to risk some sacrifice now for what they are confident is in 

the public interest and, therefore, in the long-term interest to char- 

tered accountants. The membership is therefore being asked to weigh 

present disadvantages against future benefits. That both are not 

capable of exact measurement does not make the weighing process } 
any easier. Some will consider the present disadvantages as slight, 

others as serious; some will consider the future benefits as substantial, 

others as inconsequential. 


For some in industry a decision to support the proposal will be a 
’ 





difficult one for, being less directly concerned with the problems of 
practice, they will be more conscious of the immediate effects. Over 
the years, however, members in industry have always recognized 
that the future value of their membership depends primarily on the 
practising members maintaining the reputation of the Institute. It 
can be assumed that they will continue to do so and will take into 
account apparent long-term advantages of the profession as well as 
any apparent short-term disadvantages to themselves. 


This is a serious matter which Ontario members are considering 
and it would be most unfortunate if prejudices, either towards exclu- 
siveness or bigness, were allowed to sway their judgment. Fortunate- 
ly, the Ontario Council has recognized the importance of a full 
discussion of the pros and cons. There is to be no rush for a snap 
decision. Instead, a series of meetings will be held throughout On- 
tario to discuss the matter before placing it formally before the 
membership for approval. Chartered accountants in other provinces 
will be interested in watching developments in Ontario over the next 
few months. 
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The Pros and Cons of Leasing 


KENNETH R. LAVERY, C.A. 





Leasinc is being talked about more 
and more in business circles. Some 
maintain it is not new, but an old 
familiar friend dressed up in differ- 
ent clothes, more talked about than 
practised. Others aggressively promote 
it as a new management concept. An 
attempt has been made in this article 
to sort out the more valid arguments 
for and against leasing, leaving it to 
the reader to draw his own con- 
clusions. 


Leasing Defined 

Leasing is defined as a situation 
wherein the lessee purchases the use 
of an asset over a definite and rela- 
tively long period of time rather than 
ownership of the asset. A “relatively 
long period of time” is a function of 
the estimated useful life of the asset, 
for leasing by our definition means 
leasing the asset for all or a major part 
of the asset’s useful life. In addition, 
the type of leasing under discussion 
is where the decision to purchase 
or lease turns primarily on financial 
rather than operating considerations. 


Increased Cash Flow 

Increased cash flow is probably the 
most valid argument in favour of leas- 
ing as opposed to outright purchase. 
The lease payments are deductible in 
total as an expense for income tax 


purposes. The cost of the asset is 
usually written off entirely over the 
basic lease period which is an ac- 
celerated rate compared to capital 
cost allowance rates. As a result, in- 
come taxes in the early years of a 
lease are substantially lower than if 
the asset were owned, thus reducing 
cash outgo. 

In exhibit 1 we have scheduled the 
cash flow resulting from three meth- 
ods of acquiring the use of assets 
whose original cost is $100,000: 

Plan A.—Five-year basic lease with 
five annual renewals. The financing 
rate based on 7.6% per year of the 
equipment list price ($100,000) and 
renewal rate of 3% per year thereafter 
of equipment list prices. 

Plan B.—Outright cash purchase 
($100,000 ) 

Plan C.—Cash down payment of 
$25,000 and a bank loan of $75,000 
repayable in equal installments over 
a period of five years with interest at 
6% per annum. 

Column (j) of exhibit 1 shows the 
cumulative increase or decrease of the 
cash position in any given year of 
plan B and C compared to plan A. 
In the early years of the lease a sub- 
stantial increase in cash flow is gen- 
erated by the leasing method, thereby 
freeing funds for working capital. In 
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the latter years a decrease in cash 
flow results. However, assuming an 
expanding economy over the long 
term, and therefore an accelerated 
need for capital assets, the cash flow 
benefits derived in the early years of 
the lease could, theoretically, more 
than offset a later decrease in cash 
flow. 


Utilization of Increase 

Leasing results in a substantial in- 
crease (which can be measured) of 
the lessee’s working capital in the 
early years of the lease. If this in- 
creased working capital is not 
utilized, the lessee has paid a 
premium in dollars for the asset 
leased. On the other hand, if the 
working capital is kept working and 
the concept of quick capital turnover 
is practised, the additional profit earn- 
ed may more than offset the increased 
dollar outlay for leased assets. 

In exhibit 2 we have projected the 
income resulting from economic util- 
ization of the increased working cap- 
ital generated by leasing as compared 
to outright purchase and financing by 
means of a bank loan. We have as- 
sumed that the lessee can earn 30% 
before taxes on the increased working 
capital and an income tax rate of 50%. 
Under these assumptions substantial 
incremental earnings are realized 
from the increased cash flow. 

For the above arguments in favour 
of leasing to be valid, there must be 
an opportunity to utilize the increased 
working capital generated. In many 
creditworthy businesses the opportun- 
ity for greater profits is not usually 
limited by the availability of working 
capital but often by other circum- 
stances. 

Exhibit 3 sets out the cash positions 
under various alternative plans after 
taking into account accumulated after- 
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tax earnings on freed capital resulting 
from the lease plan compared to plans 
B and C. At all times during the peri- 
od under review the leasing plan re- 
sults in increased working capital 
compared to either plan B or plan C. 


Costs or Projected Profits 

An oft-cited disadvantage of leasing 
is that in reality it is just another form 
of borrowing and therefore should be 
compared with other types of borrow- 
ing on the basis of cost and not on the 
basis of projected profits. The claim 
is made that the same profits can be 
earned regardless of the source of 
the borrowing. 


Residual Values 

We have not yet touched on the 
problem of asset residual value. 
Under the leasing method, plan A, the 
lessee has no rights in the asset after 
the tenth year, whereas under plans 
B and C there is still $10,738 remain- 
ing as undepreciated capital cost 
which will reduce income taxes in 
subsequent years by some $5,000, and 
the lessee still enjoys use of the asset. 
This advantage must be valued for 
purposes of our comparison. Where 
the leased assets include land, the 
total lease payments would be allow- 
ed for income tax purposes although 
no capital cost allowance would be 
allowed on the land if it were owned. 
However, at the termination of the 
lease the lessee would have no right 
to the residual value of the asset. Al- 
though he would have recovered 50% 
of the land value by way of a reduc- 
tion in income taxes over the lease 
term, thereby providing an increase 
in cash flow, he would still have lost 
50% of the land value. If land values 
continued to increase as in the past, 
he would have lost considerably more 
than 50%. On the other hand, if sub- 
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THE PROS AND CONS OF LEASING 


stantial residual values were antici- 
pated, we would expect this to be 
reflected in a reduced lease payment. 


Financing and Credit 

Leasing eliminates the need for 
capital investment permitting 100% 
financing. Basically this might be 
termed another form of debt finan- 
cing, an extension of the current 
preference for borrowed rather than 
equity capital. This situation might 
appear attractive to a company in 
financial difficulty; however, before 
the lease is negotiated, the company 
must qualify for credit. Some leasing 
companies will not lease to organiza- 
tions with less than AAI credit rating 
(i.e. one million dollars net worth). 
Leasing is no easy way out for a 
poor credit risk. 

Proponents of leasing claim that 
longer terms are possible through 
leasing than with instalment pur- 
chase. Finance companies are quick 
to point out that instalment credit 
can be arranged for longer terms de- 
pending on the expected life of the 
equipment under consideration. 


Simplified Accounting 

Leasing simplifies budgeting, cost 
accounting and the distribution of 
charges to cost centres. 

To the extent that fixed asset re- 
cords and depreciation schedules are 
maintained for owned assets, this ad- 
vantage is minimized. 


Hedge Against Inflation 

Leasing proponents claim _ that 
equipment leased for short terms re- 
duces the danger of obsolescence. 
However, someone must bear the risk 
of such obsolescence and where the 
risk is high we would expect to find 
this reflected in a correspondingly 
higher lease payment. At any rate for 
purposes of this article we are talking 
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about a long, definite-term lease 
which is irrevocable or revocable on 
payment of a substantial cancellation 
charge. 

Leasing partially solves the problem 
of replacing assets in an inflationary 
economy as increased asset costs are 
paid for out of future earnings; how- 
ever, instalment purchasing can be 
just as effective. 


Tax Advantages 

In many instances tax advantages 
are cited as justification for leasing. 
Many of these claims originate in the 
United States where the methods for 
computing depreciation for tax pur- 
poses are quite different from Can- 
adian regulations. In the event the 
equipment is purchased at a nominal 
value, after the term of the lease has 
expired, there could be capital gains 
tax problems in the United States 
which would not be applicable in 
Canada. 

The impact of income taxes on cash 
flow has been discussed above. How- 
ever, if the lease contract contains an 
option for the lessee to purchase the 
asset in question, the lease payments 
are not deductible, in most instances, 
for tax purposes. The lessee is allow- 
ed only the capital cost allowance as 
a tax deduction, thereby forfeiting the 
tax advantages of leasing as they 
affect cash flow. 

From a business point of view the 
leasing companies are interested in 
the financial return of the lease over 
the lease period. In view of the 
nature of the operation of the leasing 
company, it is most likely that the 
leasing company would be prepared 
to sell the leased equipment at the 
expiration of the lease for a nominal 
figure. 

In practice, leasing does not save 
a company taxes, but only postpones 
them. Through the postponement the 
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company obtains an interest-free loan 
from the Receiver General, and here- 
in lies the secret of why leasing can 
be profitable in spite of its apparent 
higher costs. 


Effect on Operating Personnel 

Leasing tends to place greater re- 
sponsibility for costs on line person- 
nel. The change from depreciation 
charge to leasing expense moves these 
costs out of the category of non-con- 
trollable to controllable expenses. As 
such they will come under a much 
closer scrutiny by line personnel as 
to their efficacy. In addition, line per- 
sonnel will have a much greater lati- 
tude (under existing general rules) to 
lease equipment as an expense than 
to buy equipment requiring capital 
appropriation approval. 


Impact on Financial Statements 

Everything else being equal, the 
leasing method will result in better 
financial statement ratios over the 
short term. To illustrate these effects 
reference may be made to exhibit 4 
for the “before and after” results of 
leasing vs. purchasing. In both in- 
stances fixed assets have been obtain- 
ed worth $100,000. In one case they 
have been purchased with the pro- 
ceeds of a bond issue of $100,000 at 
6% per annum and in the other leased 
over a five-year period at 7.6% per 
annum plus repayment of capital cost. 
The substantial improvement in the 
four financial ratios noted is immedi- 
ately apparent under the leasing 
method. 

As these are among the ratios 
which interest the credit granting 


1 “The Financial Community Looks at Leas- 
ing”, R. F. Vancil and R. N. Anthony, 
Harvard Business Review, Nov.-Dec. 1959. 

2A footnote to chapter 14 of Accounting 
Research Bulletin No. 43 of the American 





analyst, it is probable that the use of 
long-term leases makes it possible for 
a company to obtain a greater amount 
of credit than would be possible if 
debt financing were used exclusively. 
Recent surveys’ appear to justify this 
conclusion. 

Adequate disclosure in financial 
statements would help counteract the 
substantial improvement in financial 
ratios noted above. In 1949 the Amer- 
ican Institute of Accountants issued 
Accounting Research Bulletin No. 38 
which stated in part: 


“Accordingly, where the rentals or 
other obligations under long-term 
lease are material in the circum- 
stances, the committee is of the 
opinion that: 


(a) Disclosure should be made in 
financial statements or in notes 
thereto of 
(1) the amounts of annual rentals 
to be paid under such leases 
with some indication of the 
periods for which they are 
payable, and 

(2) any other important obliga- 
tion assumed or guarantee 
made in connection therewith; 

(b) The above information should 
be given not only in the year in 
which the transaction originates, 
but also as long thereafter as the 
amounts involved are material; 
and 

(c) In addition, in the year in which 
the transaction originates, there 
should be disclosure of the prin- 
cipal details of any important 
sale-and-lease transaction.” 


Institute—Restatement and Revision of Ac- 
counting Research Bulletins states, “Three 
years has been used as a criterion in some 
cases for classifying leases as short-term 
or long-term.” 




















THE PROS AND CONS OF LEASING 


In practice,” a lease is considered to 
be long-term when it may not be 
terminated for at least three years. 
The Securities Exchange Commission 
considers a lease material if the assets 
under lease exceed 5% of the com- 
pany’s tangible assets. 

A cursory examination of the an- 
nual reports of certain Canadian com- 
panies indicates that Canadian stand- 
ards of disclosure on lease commit- 
ments fall short of those practised in 
the United States. Bulletin No. 14 of 


Exhibit 4 
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the C.I.C.A. Committee on Account- 
ing and Auditing Research dealing 
with “Standards of Disclosure in 
Financial Statements” has not entire- 
ly disregarded this situation. That 
committee is studying the situation 
further, and it is to be hoped that 
some pronouncement will be made in 
due course on its findings. 


Adequate disclosure of the details 
of lease transactions is not the whole 
story. The problem still exists of how 
to integrate these details into a finan- 


IMPACT OF LEASING vs. PURCHASE ON FINANCIAL STATEMENTS 


Current assets bbe ote tans 
Current liabilities ...........0...00........ 


Working capital 
Fixed assets (net) 


Total assets less current liabilities 


Long-term liabilities at 6% ............ 


Capital stock ...... decade tiosc ase tab ston gt SO 


Total capitalization 


Sales (net) eae HONE, Heese 
POE ER CS ct ee ek eM en 


RN IRAE eds) lida Macias ieee eighties 
Additional capital cost allowance . 

Lease expense oe eps 
Interest expense RR Senda e tS eR ota 


Profit before taxes 
Income taxes at 50% . 


Net profit after taxes .... 


Financial Ratios 


Number of times interest earned before taxes ........ 


Return on investment (total assets) .............. 
Capital to liabilities ............ 


Capital to non-current assets .................0.00005. 











Before After 

Purchase Lease 
$ 300,000 $ 300,000 $ 300,000 
100,000 100,000 100,000 
200,000 200,000 200,000 
200,000 300,000 200,000 
400,000 500,000 400,000 
50,000 150,000 50,000 
350,000 350,000 350,000 
400,000 500,000 400,000 
. 1,500,000 2,000,000 2,000,000 
.. 1,300,000 1,700,000 1,700,000 
200,000 300,000 300,000 

= 20,000 - 
a. = 27,600 
7 3,000 9,000 3,000 
197,000 271,000 269,400 
98,500 135,500 134,700 
98,500 135,500 134,700 
66 times 30 times 90 times 

eee . 25% 23% 27% 

Cea 233% 140% 233% 

tata . 175% 117% 175% 
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cial statement for analysis purposes. 

Various theories have been put forth: 

(a) Capitalize the lease payments at 
some arbitrary rate, usually 6% to 
8%. 

(b) Determine the present value of 
the future lease payments. 

(c) Consider the lease payments or 
a portion thereof as interest pay- 
ments. 

In each case above, the analyst is 
attempting to recast the financial 
statements to the form they would 
take had the assets been purchased 
rather than leased. This, of course, 
does not reflect circumstances as they 
really are. As leasing becomes more 
prevalent, the tools of the analyst will 
no doubt become more realistic and 
refined in assessing the impact of 


lease commitments on financial state- 
ments. 


Conclusion 

Individual corporate circumstances 
will determine the leasing advantages, 
if any, after a detailed analysis of the 
specific leasing proposal. In certain 
situations the advantages offered 
through leasing will outweigh the dis- 
advantages while in others the re- 
verse may hold true. Under the cir- 
cumstances it would be foolhardy to 
attempt to set out any general prin- 
ciples on a carte blanche basis. One 
observer summed it up thus: “Most 
leasing is like most ‘free love—usual- 
ly expensive — often involves legal 
problems — and more talked about 
than practised.” 


Scientific Management 


Scientific Management began in the 1880's, if not before; ever since it has 
been a growing movement-cum-body of knowledge, offering principles and 
advice to the business manager prepared to analyze what he is doing and 
learn how to do it better. Its scope has ranged from study of the movements 
involved in shovelling foundry sand, through the adaptation of financial 
accounting to offer data for production, to the psychological tests one should 
apply in selecting candidates for management, upon which many consultants 
are now prepared to advise any business firm. Its precepts have been drawn 
from the organization of armies, and the principles of liberal philosophy, as 
well as from applying tools of measurement such as the stop-watch, the slow 
motion camera and the slide rule. Businessmen are glad, on occasion, to poke 
fun at “these chaps who want to tell me how to run my business”. On the 
other hand businessmen continue to buy enough advice from professional 
practitioners to keep a fair number of highly reputable firms of management 
consultants in a prosperous way of business. The prophets of the movement 
are indeed, by fits and starts, achieving their ambitions of getting manage- 
ment taught in universities as well as technical colleges, and getting the 
occupation of business accepted as a profession. 


—The Economist, September 10, 1960 
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The Accounting Profession-- 
Spokesman for Free Enterprise 


HERBERT H. LANK 





THE WORLD OF TODAY — whether 
capitalist, socialist or communist — 
is to a great extent materialistic. 
Theologians, philosophers and other 
serious-minded people have been 
concerned through the ages with 
the preservation of human dignities 
and values, emphasizing the funda- 
mental rights of each human being. 
But the vast majority of the world’s 
people still spend most of their wak- 
ing hours trying to improve their 
physical living standards or even try- 
ing to get their hands on just enough 
material things for survival. 

Accepting materialism as a fact, it 
is safe to say that our system of 
capitalism has provided for its ad- 
herents a higher average material 
living standard than that obtained to 
date under any other system. It also 
goes further towards providing a 
climate for cultural and intellectual 
growth than do other systems. Yet 
our system is on trial and may be in 
danger of being defeated by a demon- 
strably inferior system. 

Why is there the threat of the 
overthrow of our system? In _par- 
ticular, why is there the danger of its 


deterioration from within, abetted 
even by some _ intellectuals and 
thought leaders? Could it be that 
those who believe in the system — 
while recognizing that anything 
human is imperfect — have taken too 
much for granted, and have failed to 
explain it to the unconverted? The 
disciples of communism claim that it 
will provide the masses with higher 
living standards and more economic 
freedom. Their statements show ig- 
norance of the actual effects of our 
system, ignorance of the real effects 
of other systems with which ours is 
compared, or deliberate attempts to 
misrepresent. We can correct the first 
two and, while we cannot stop mis- 
representation by reasoned argument, 
we can try to offset its effects by dis- 
seminating concise and clear informa- 
tion on our system and the demon- 
strable reasons why it deserves to 
survive. Here is where accountants 
have a vital part to play. 


Money the Universal Tongue 

The universal language of the cap- 
italistic system and of materialism in 
any form is money, and along with 
the bankers of the world, the account- 





Substance of an address given to the Institute of Chartered Accountants of Quebec, 
November 8, 1960. 
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ing profession has been the developer 
and the guardian of the money lan- 
guage. It has largely determined the 
form of statements for the presenta- 
tion of financial information, it has 
devised rules which define the nature 
of capital and income transactions, 
and it has set national and even inter- 
national standards of objective report- 
ing. Thus, there rests on the account- 
ancy profession a tremendous 
responsibility to keep this language 
of accounting and finance clear and 
understandable so that it will be 
capable of effective communication 
as international transactions become 
ever more complex. 

In such a world, the accounting 
profession obviously finds itself with 
a community responsibility far greater 
than that to individual clients. Inter- 
national economic developments, in- 
ternational trade, the international 
movement of capital are all the re- 
sults of myriad transactions which are 
meaningful only when related to each 
other and expressed in money terms. 
To be meaningful, to be capable of 
communication to those on whom 
the policy-making responsibility rests, 
these things must be assessed, re- 
corded and interpreted by account- 
ants in the form of financial 
statements and reports. National 
governments, as well as individual 
corporate managements, must under- 
stand the implications of internation- 
al movements if they are to formulate 
the policies best designed to foster 
development, and to protect our liv- 
ing standards and the continuation of 
our system. 


Six Areas for Accountants 

The following are six of the nation- 
al or international developments 
which may affect Canadian living 
standards and where accountants 


have a vital part to play in the formu- 
lation of sound policies. 


1. Comparative Costs of Produc- 
tion — When we mention “interna- 
tional cost of production”, we should 
make it clear whether we are talking 
in terms of expenditure of money or 
man-hours and materials. The cost, 
in money terms, of producing a given 
article in a given country may be low 
while at the same time the physical 
cost — that is, materials and man- 
hours consumed in its production— 
may be high. In terms of man-hours 
and materials, production costs of a 
given product are usually higher in 
low standard-of-living countries than 
in Canada or the U.S. But this does 
not necessarily mean that North 
America can compete. The theory of 
free trade is based primarily on com- 
parison of physical costs; over the 
long period the most efficient pro- 
ducer is the one who can produce the 
product at least cost in terms of the 
physical (man-hours and materials) 
factors of production. But, it is the 
money cost that tends to govern the 
decisions of national policy makers 
seeking to fill our national needs from 
the cheapest source. 

By rejecting the national product 
and its low physical costs, and thus 
contributing to the demise of many 
an otherwise healthy industrial enter- 
prise, such policy makers may well 
live to see the day when even money 
costs in foreign countries will rise 
above what would have been the 
Canadian level, if the industry had 
survived. In the meantime, Canada 
will have lost a segment of legitimate 
industry, and with this loss a segment 
of its population will have been 
forced to seek its livelihood in a 
foreign country that is much less 
naive in its practice of foreign trade 
policy. Few Canadians have the op- 
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portunity to analyze these true cost 
comparisons or the ultimate effect of 
importing certain items rather than 
producing them in Canada. Surely 
accountants can help devise means 
to establish the actual cost of pro- 
duction and distribution anywhere 
in the world, and so provide valid 
cost comparisons in money terms that 
are clear and unequivocal. 


2. The Economic Uses of Capital 
— Recognizing that the private em- 
ployment of capital is the very root of 
our system, this capital must obvious- 
ly be employed so as to provide the 
most desirable materialistic result for 
the largest possible number of people. 
If it is not so employed, the system 
will ultimately destroy itself. Yet it is 
basic to a free enterprise system that 
the individual be free to use his prop- 
erty as he chooses and to augment or 
dissipate capital as he sees fit. 

It devolves upon government, then, 
to legislate and administer in such a 
way as to induce employment of cap- 
ital for the general good of the com- 
munity at large with minimum 
abridgment of individual economic 
freedom of action. It cannot discharge 
these responsibilities adequately if it 
attempts to satisfy the demands of a 
particular section of the community 
without first considering the overall 
effect of its contemplated actions. 

Using external trade as an example, 
government must assess the cost of an 
import to the national economy in 
terms of lost opportunities for Can- 
adian jobs and incomes with lower 
yields from corporation and personal 
income taxes against the revenue re- 
ceived from customs duties on that 
import. Similarly, an export has value 
to the exporting country in terms of 
increased employment, incomes, pro- 
fits and taxes. If more value could 
have been added to that export by 


further processing in Canada, how- 
ever, the additional jobs created may 
well have broadened the tax and 
income base and thereby provided a 
greater benefit to the national econo- 
my. 

A professional explanation of our 
situation is important because most 
of the communicating is being done 
by business, by bankers or by others 
with avowed vested interests and who 
in this country are suspect in govern- 
ment and public circles. The account- 
ing profession is qualified to explain 
our position, to help our people 
understand the implications of what is 
happening, and to help guide gov- 
eii.ment toward policies most likely to 
provide us with the optimum stand- 
ard of living over the long, term. 
For example, many of the items we 
import should be made in Canada, 
while others, and possibly even some 
that are now made here, should be 
imported on an exchange basis. We 
must be shown, by means of some 
form of financial statement, how we 
can best employ our resources of men 
and materials for the good of Can- 
adians, and what are the effects of 
alternative policies. Then govern- 
ments must have the courage to take 
the steps which are necessary to 
achieve the desired end. 


3. The True Effects of Inflation — 
Looking at financial history through 
the years we see a fairly consistent re- 
cord of inflation, or erosion of money 
values. This has taken place both in 
free democracies and in totalitarian 
governments. The long-term trend of 
money value has been down, although 
the rate of inflation has not been con- 
stant. The most obvious effect is, of 
course, the reduction in the purchas- 
ing power of savings or, put another 
way, the indirect imposition of a tax 
on capital — the big hidden steal. 
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One result of the recognition of this 
long-term trend has been a world- 
wide movement of traditional capital 
sources away from debt-type invest- 
ment towards equity securities. The 
sophisticated investors, those who 
consistently provide a large part of 
the private capital available for in- 
vestment, try to avoid the erosion of 
capital by buying earning power or 
real estate rather than by lending 
for repayment in a fixed number of 
money units. 

Unfortunately, too few people real- 
ly understand the total effects of in- 
flation, and the majority of people 
seem to be convinced that “a little in- 
flation” is a good thing as well as 
inevitable. Who, better than the ac- 
counting profession, can show the 
true and total effects of inflation? In 
cold and objective figures, it can show 
who gains and who loses by inflation; 
it can put down in readable form the 
effects of changes in money values on 
all sections of our society. 


4. Who Pays Taxes? — Here is a 
field in which accountants are the 
chosen experts. Among the great de- 
vices of democratic government is 
taxation, the science of spreading the 
burden of the cost of government and 
services fairly over the people govern- 
ed. Yet, one of the first political aims 
in democracy is to arrange the tax 
structure so that the smallest possible 
proportion of the voters will bear the 
largest possible proportion of the tax 
burden. 


Taxation has a tremendous effect 
on the economic health of the coun- 
try. As an example, for an industry 
which requires a very large amount of 
capital in terms of the number of 
units of product manufactured, a rea- 
sonable return on investment results 
in a substantial amount of corpora- 
tion income tax per unit of output. 


The product then finds itself at a 
competitive disadvantage against a 
comparable item produced in a coun- 
try which does not levy as large a 
part of its taxes on corporate profits. 
The foreign product takes over the 
Canadian market, our government 
loses its revenue and our people lose 
their jobs. 


This is not to imply that the bur- 
den of corporation tax alone makes 
our products non-competitive, but 
taxes are as much a part of the cost 
(and hence the price) of every pro- 
duct as are raw materials and labour. 
Our people and our government know 
far too little about the true impact of 
taxation. Taxation can and should be 
used as an incentive to production 
and efficiency, and our people should 
be made to realize that, in the final 
analysis, it is they, and they alone, 
who bear the cost of government. 
They may not taste the pill they 
swallow, but they certainly feel its 
after-effects. 


There is a similarity between the 
ultimate effects of taxation and of 
government subsidies. People should 
understand the effects of subsidiza- 
tion of selected freight rates, agricul- 
tural products, natural resources such 
as coal (which may for some uses be 
uneconomic), geographic areas, and 
seasonal labour. Accounting state- 
ments could be devised to bring out 
such facts in such a manner that there 
can be no doubts. Governments may 
not ask for such assistance, but the 
accounting profession has a responsi- 
bility to the Canadian people to see 
to it that such facts are set down and 
disseminated in clear, understandable 
style. 

5. The Balance of International 
Payments — In recent years there has 
been some awakening of interest in 
the factors that go to make up Can- 
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ada’s international balance of pay- 
ments — in our trade deficit, our im- 
ports of capital, the net outflow of 
funds for travel. These are complex 
subjects, and it has often been diffi- 
cult to explain to the man on the 
street why he should be concerned 
about them. 


Had the United States, for example, 
experienced anything like the pro- 
portionate deficit on international 
payments that we have lived with for 
the past five years, action quite prop- 
erly would have been rapid. Tariffs 
would have risen, exchange control 
would be in effect, and other drastic 
measures would have been _intro- 
duced. Such authorities as the head 
of the Bank of Canada are gravely 
concerned, and we are in a precarious 
position. A sizeable reversal in the 
flow of investment funds could hap- 
pen suddenly, and could just as 
quickly reduce our dollar to a large 
discount. Some of us advocate such a 
development while others contem- 
plate it as a national catastrophe. 
Canada has a huge deficit in its inter- 
national payments on current account, 
but the offsetting surplus on capital 
account masks the real problem. If 
capital and income were to be sep- 
arated, as they are in any other finan- 
cial statement, would there not be a 
greater effort to bring the current ac- 
count into balance? The need for 


curtailing imports and _ producing ' 


more in Canada would be understood 
by all, and pressure groups would 
certainly have less success in prevent- 
ing corrective measures. 


We should know more about these 
complex subjects. Surely the best 
form in which they can be presented 
and communicated is that of the 
financial statement using the money 
language. Economic effects seem 
often to be stated as generalizations. 
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To get a balanced and specific per- 
ive, economic facts must be 

expressed in dollars and their effects 

must be explained in money terms. 


6. Import Tariffs or Free Trade? — 
The daily press in Canada and other 
countries is full of items concerning 
free trade, tariffs, quotas, embargoes, 
economic warfare and similar sub- 
jects. There are those who argue that 
tariffs must be high unless we are to 
be reduced to “hewers of wood and 
drawers of water”. There are those 
who argue that we should let our 
people buy from the cheapest source 
and produce only those things for 
which our costs are the lowest. This, 
of course, means a declining popu- 
lation rather than an increasing one. 

We must know which industries to 
foster in Canada in order to maintain 
our living standards. We must know 
which are efficient, because of re- 
sources, geography or other factors. 
We must know which are productive 
in terms of justifying high salary and 
wage rates, for surely these will main- 
tain living standards more effectively 
than those which have low productiv- 
ity per man-hour. 

These are just a few examples of 
the information which our people 
and our government must have to 
help ensure that Canada achieves her 
fullest potential. The welfare of all 
Canadians is bound up in the eco- 
nomic future of the free world as a 
whole. Yet many of those who bene- 
fit most from our system undermine 
it by arguing that all men have an in- 
alienable right to economic equality 
regardless of ability or effort. 


Accountants Chart the Way 

The impact of economic facts, the 
ultimate burden of taxation and infla- 
tion, the effects of imbalance in 
foreign trade and capital movements, 





150 


the proper measurement of cost and 
efficiency, all such factors which 
govern our living standards are ex- 
plainable primarily in money terms. 
These measurements must be record- 
ed and reported in such a manner as 
to be objective and clearly under- 
stood. How can we expect people to 
vote intelligently for the soundest 
economic philosophy if we have not 
given them comprehensible informa- 
tion on the relative effects of different 
systems? Surely someone has a duty 
to develop such information for use 
by those responsible for the formula- 
tion of our economic policies? 


Industrial accountants make cases 
for their employers, trade associations 
make cases for industry, agricultural 
organizations make cases for the 
farmer, and labour organizations 
make cases for the worker. The ac- 
counting profession claims to be ex- 
pert in the compilation of financial 
statements. The facts of economic 
life which dominate our living stand- 
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ards must be expressed in the form 
of financial statements, and profes- 
sional accountants have a duty to 
Canadians to find the vehicle for dis- 
semination of such information once 


it has been developed. 

Just as a ship cannot reach har- 
bour without charts, business and 
governments cannot survive, let alone 
succeed, without dependable informa- 
tion expressed in financial terms. Just 
as structures have been known to col- 
lapse because of faulty engineering 
design, so our economy could collapse 
if policies were to be based on faulty 
information or on fallacious interpre- 
tations of results. 

No longer can the accounting pro- 
fession stand aloof, or be ignored, 
when vital economic policies are 
being formulated. It can give the 
people understandable statements to 
indicate the effects of various courses 
of action and play a major role in the 
safeguarding and maintaining of our 
way of life. 


The Desirable Business Attitude 


In retaining or acquiring the “desirable business attitude,” the employee 








must, of course, have ambition and a desire to do a good job in every assign- 
ment he undertakes. It is one thing to do enough of a job to get by, and 
another to put forth a concentrated effort to do the best work possible on 
even the smallest job. The employee must further develop a loyalty to the 
firm with which he is associated. Through this loyalty he will strive to do 
a better job, and hence advance the firm in its clients’ eyes. He must, in all 
jobs he undertakes, necessarily make decisions. He must operate as though 
this were his own firm, as each client with whom he deals will form an 
opinion of the firm based on the employee’s attitude. In turn, by advancing 
the firm, he will, of course, advance himself by opening greater opportunities 
for the firm and himself. 


—Davis A. Roeske, “Desirable Business Attitude”, 
The Arthur Andersen Chronicle, December 1960. 








Basic Concepts of Organization 


LYNDALL F. URWICK 


MucH OF THE CONFUSION which so 
often surrounds the subject of organ- 
ization stems from the fact that the 
word itself is an abstract term, a 
semantic blank. Thus, when the term 
is used, nothing comes through, or at 
least, all that comes through is a refer- 
ence to our own subjective experience 
of the activity connoted by the term, 
which may be wholly different from 
the experience of other people. As a 
result, there is no real referent and 
no true communication. 

It is desirable that we should try to 
be a little more concrete. A business, 
any business, is, of course, just one 
kind of social group. In studying 
social groups we have always to re- 
member that the most important fact 
about them is that they consist of in- 
dividual human beings, each with a 
highly complex life of his or her own. 
Therefore, the appropriate analogy in 
dealing with organization must be the 
analogy with the living organism, the 
biological parallel. But because social 
groups do consist of human beings, 
we are apt to become extremely 
woolly in talking about them. We are 
still unaccustomed to thinking scien- 
tifically about ourselves and one an- 
other. Professor Malinowski has writ- 
ten a most illuminating book on the 
sexual life of the Trobriand Islanders, 





but an anthropologist would find it 
much more difficult to produce an 
equally comprehensive study of our 
own sophisticated society. Most 
people would tend to resist an attempt 
to probe deeply into their personal 
habits, thoughts and motives. For 
this reason, the mechanistic parallel 
can be very helpful in discussing or- 
ganization. 


Two Aspects of Organization 

It is important to recognize that the 
word “organization” has two aspects: 
a static or structural aspect and a 
dynamic or operating aspect. When 
an automobile has been designed, the 
next step is to build it. Once it has 
been built, it must be maintained and 
driven. Similarly with human organ- 
ization, there is the static or structur- 
al part, which is dependent on correct 
design, and there is the dynamic part, 
which consists of making the design 
work. This dynamic aspect of or- 
ganization again falls into two parts. 
There is the work of filling the posi- 
tions required by the plan, or building 
the automobile. When they are filled, 
there is the task of ensuring that the 
individuals, thus appointed, work 
harmoniously together from day to 
day, or maintaining and driving the 
automobile. These tasks call for sound 
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practical sense and considerable ex- 
perience. They occupy an overwhelm- 
ing proportion of the working day of 
most successful administrators. 

There are some indications that a 
very large proportion of the friction 
and confusion in our society, with its 
manifest consequences in human 
suffering, may be traced directly to 
faulty organization in the structural 
sense. In good social practice, as in 
good engineering practice, design 
should come first. Yet the number of 
human institutions which do put cor- 
rect structure first and personalities 
and politics second is very limited. 
The majority of social groups being 
left to grow like Topsy find sooner or 
later that Topsy has married Turvy. 

The consequences can be disastrous 
both to the undertaking and to indi- 
viduals. The business corporation is 
by theory immortal; the individual is 
not. Those responsible for a corpora- 
tion should see that there is a constant 
succession of individuals coming for- 
ward to fill the different posts as they 
fall vacant. But if the duties of a post 
are indeterminate, are left a blank to 
be filled in according to the qualities 
and experience of particular individ- 
uals, there is no process known to man 
by which the problem of replacing 
that individual can be handled in- 
telligently, or self-assertion, horse- 
trading, personal “politics” and in- 
trigue be avoided. 


Nature of Authority 

A powerful factor which has con- 
tributed to the neglect of organization 
principles in business undertakings is 
the widespread confusion about the 
nature of authority. As Professor 
Douglas McGregor has pointed out, 
“the most central principle of conven- 
tional organization theory is that of 
authority”. But in the U.S.A. the 
whole concept of authority is suspect. 
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The historical development of Amer- 
ican society has produced a resent- 
ment of authority, a feeling that it is 
morally wrong. “People or institutions 
who ‘push other people around’ are 
bad, repugnant to decent feelings, 
thoroughly reprehensible. Authority 
over other people is looked on as a sin, 
and those who seek authority as sin- 
ners.” Some sociologists argue that a 
sense of insecurity results if individual 
decisions are not validated by group 
approval. 

Against this dislike of authority, of 
decisiveness, is set the immense de- 
velopment of the American economy 
since Independence. The American 
people have combined the vast natur- 
al resources of a virgin continent with 
the opportunities opened up by the 
Industrial Revolution. The result is an 
economy of large-scale and dynamic 
business enterprises on a scale which 
the world has never seen before. If 
these undertakings are to be adminis- 
tered successfully, there must be 
authority. They cannot be governed 
by the primitive democracy which 
characterized “the frontier”. 

There is thus a conflict at the heart 
of American views about leadership, a 
conflict between dream and reality. 
The dream is the primitive democracy 
of the early days of American history. 
The reality is the situation of today 
when the economic work of the con- 
tinent is carried out by a range of 
great corporations with scores and 
hundreds of thousands of employees 
under unified control. The tendency 
to be complicated about the theory of 
leadership is merely the expression of 
that conflict, a fact that many students 
of management outside America do 
not always recognize. 





1 Geoffrey Gorer, “The Americans”, Lon- 
don, The Cresset Press, 1955, p. 21. 
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Effective Communication 

Why must there be authority? It is 
for the simple reason that there must 
be effective communication. Men can- 
not cooperate effectively for any pur- 
pose unless they can “keep time” with 
one another. Take one of the simplest 
forms of human cooperation — a tug- 
of-war team, eight men all performing 
the same action on a single instru- 
ment, pulling together in the same 
direction on the same rope. Yet their 
pull becomes dissynchronized and in- 
effective unless there is a coach or 
anchor man to set the time. The 
same is true of more complex systems; 
using different instruments, an orches- 
tra must have a conductor. 


The only difference between the 
business undertaking and the tug-of- 
war team or orchestra is that the 
players are not within sight or sound 
of the coach or conductor. The func- 
tion performed by the anchor-man’s 
inarticulate grunt or the conductor's 
baton has to be taken over by the 
system of communication. If that sys- 
tem does not work correctly, the vari- 
ous elements in the pattern of coop- 
eration will become dissynchronized, 
out of time with one another. Their 
joint efforts will be less effective than 
they could and should be. Their com- 
bination will be defective. 


In other words, these great enter- 
prises have to be organized, not in 
order that particular individuals may 
enjoy power and prestige, but in order 
that all the individuals who compose 
them mav “keep time”. I concur en- 
tirely with Chester Barnard in the 
emphasis which he lays on communi- 
cation as the basic reason for organ- 
ization. “The elements of an organ- 


2 C. I. Barnard, “The Functions of the 
Executive”, Cambridge, Mass., Harvard 
University Press, 1938, p. 82. 
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ization are communication” and “the 
essential executive functions . . . are, 
first, to provide the system of com- 
munication.”* But, as Barnard also 
points out, it is essential that every 
communication should be authenti- 
cated‘, as follows: 

(a) that it comes from a_ position 
which has the right of communi- 
cating with the recipient, 

(b) on the subject of that communi- 
cation, 

(c) and that the communication actu- 
ally comes from that position. 

In other words, an organization is 
not primarily a collection of people. 
Authority is not primarily a quality of 
any person. An organization is a sys- 
tem of positions or posts designed to 
secure collaboration between the per- 
sons occupying those posts by insuring 
accurate communication between 
them. Authority is the quality attach- 
ing to certain of those posts through 
which they fulfil a clearing-house role 
in the system of communication. That 
is to say, communications received 
from such a clearing-house position by 
certain other posts, on all or on cer- 
tain subjects, are accepted as authen- 
tic. We call such positions “positions 
of authority”. Authority in this sense 
is impersonal, formal. It is “the formal 
right to require action of others” at- 
taching to a particular position. 

This is not always understood, be- 
cause the term authority is also used 
in a number of subsidiary meanings 
to denote influence due to personal 
skill, wisdom, expertise, etc. If a man 
is given a highball and remarks “that 
has authority”, it means that it con- 
tains enough whisky of sufficient qual- 
ity to leave him in no doubt that he is 


2 ibid. p. 217. 
4 ibid. p. 180. 
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drinking whisky. Authority in this 

sense should not be confused with 

authority in the organization sense.° 

Accepting Discipline 

As Barnard points out, “the decision 
as to whether an order has authority 
or not lies with the persons to whom 
it is addressed, and does not reside in 
‘persons of authority’ or those who 
issue the orders.”* In other words, the 
formal right to issue orders or instruc- 
tions, by itself, is not enough. There 
must be a disposition on the part of 
the recipient(s) to accept communica- 
tions. The person to whom it is ad- 
dressed can and will accept a com- 
munication as authoritative only if 
four conditions prevail: 

(a) he can and does understand it; 

(b) he believes that it is consistent 
with the purpose of the under- 
taking; 

(c) he believes that it is compatible 
with his personal interest as a 
whole; 

(d) he is physically and mentally 
able to comply. 

A general disposition to obey in- 
structions we describe as good dis- 
cipline. An enthusiasm for the pur- 
pose of a joint enterprise and a gen- 
eral confidence in its outcome we call 
morale. 

In many businesses at the present 
juncture there is a tendency among 
employees to be cynical, to doubt 
(a) whether they have or should 

have any concern with the pur- 

pose of the undertaking as a 


5 The same difficulty arises in the discus- 
sion of leadership. Barnard gives an in- 
stance of a discussion on educational 
preparation for leadership. “No one ap- 
peared to be aware of the double mean- 
ing of leadership: it was confused with 
pre-eminence or extraordinary useful- 











whole, which is often represent- 
ed to them as making as much 
profit as possible for a group of 
anonymous shareholders; 

(b) whether communications from 
managers are concerned with the 
purpose of the undertaking and 
not directed primarily to the man- 
ager’s personal advantage; 

(c) whether instructions thus origin- 
ated can be compatible with their 
personal interests as a whole and 
whether they would not be better 
advised to “look after them- 
selves”. 

In short, discipline is poor and 
morale low. 


Democratic Dilemmas 

As the upshot of these conditions, 
there is a growing demand for “more 
democracy” in business. But, as Bar- 
nard has pointed out, the democratic 
process as we have developed it in 
politics presents certain dilemmas 
when we try to apply it to business, 
which is primarily executive. In par- 
ticular: 
1. The democratic method involves 
decision by partial consent. But 
effective coordinated action de- 
mands virtually complete conform- 
ance, unanimity of will. 
Democratic decisions work by dis- 
sent or assent to formal verbal 
statements, i.e. to intellectual ab- 
stractions. Such general decisions 
are usually abstract and relate to 
the future. Decisions of respon- 
sible individuals are often made 
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ness.” C. I. Barnard — “The Nature of 
Leadership” in “Organization and Man- 
agement — Selected Papers”, Cambridge, 
Mass., Harvard University Press, 1949, 
p. 81. 

6 Barnard, “The Functions of the Execu- 
tive”, p. 163. 
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BASIC CONCEPTS OF ORGANIZATION 


on a sense of the situation which 
cannot be verbalized. Moreover, 
democratic decisions cannot be re- 
versed quickly and are therefore 
disregarded; thus the dempcratic 
process creates illegality and de- 
stroys itself. 


3. Democratic methods involve delay 


(a) in recognizing the need for de- 
cision, (b) in making it, (c) in im- 
plementing it. This element of in- 
decisiveness is destructive’ of co- 
operation. It is often necessary to 
use illegal techniques to circum- 
vent the democratic process. The 
time lag inherent in democracy 
itself makes it essential for the 
executive to take decisions. 

4. The democratic process disorgan- 
izes by inciting political conflict. 
Men differ not as to what should 
or should not be done, but as to 
reasons. Avoiding political conflict 
often requires weak compromises 
or failure to make an urgent de- 
cision.” 

These dilemmas do not involve an 
indictment of democracy. All systems 
of government have their dilemmas. 
They merely emphasize the import- 
ance of studying the dynamics as well 
as the mechanics of management. 
Authority, by itself, is not enough. It 
is merely “the formal right to require 
action of others”. We require some- 
thing much more than formality. In- 
structions on paper are cold things. 
No one was ever inspired by an in- 
struction. We need, in addition to 
authority, a person, leadership. “It is 
the final function of leaders to solve 


7 C. I. Barnard, “Dilemmas of Leader- 
ship in the Democratic Process” in “Or- 
ganization and Management”, pp. 24-50. 

8 ibid. p. 39. 

® Field Marshal Sir William Slim, G.C.B., 
etc., “Leadership”, Address to the 
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organization dilemmas.”* But it is 
their first function to turn formality 
into reality, to make it live. And they 
do this by their relations with people. 
Leadership is quite a simple idea; it 
is a kind of behaviour — the kind of 
behaviour by a person which inclines 
others to accept his or her guidance. 


Behaviour of a Leader 

‘Leadership is usually associated 
with persons in positions of authority 
because a person in such a position 
must exercise leadership. The question 
is whether it is good or bad leader- 
ship, whether it is behaviour which 
inclines others to accept guidance or 
disinclines them to do so. But it 
may be displayed equally by someone 
in no position of authority. Then it 


er 


becomes “informal leadership”. 


It is not difficult, taking Barnard’s 
conditions of acceptance of a com- 
munication, to say what that kind of 
behaviour should be. The recipient 
must believe that all communications 
are consistent with the purpose of the 
undertaking. This he will only be- 
lieve if the source of the communica- 
tion commands his absolute confi- 
dence that the incumbent is devoted 
to that purpose. That is why Sir 
William Slim has isolated integrity as 
the quality essential in a leader,® “in- 
tegrity, the thing that makes people 
trust you.” That is why Drucker in 
“The Practice of Management” men- 
tions integrity more than 20 times as 
the quality essential in a manager.’® 
The Latin word integer means 
“whole”. That is what integrity means 


Sydney Division, Australian Institute of 
Management, Nov. 25, 1953. Printed 
by the Institute, p. 3. 


10 P, F, Drucker, “The Practice of Manage- 
ment”, New York, Harper & Bros., 1957, 
passim. 
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in this context — wholehearted, un- 
questionable devotion to the common 
purpose. 

Barnard’s third condition of accept- 
ance of a communication was that it 
should be compatible with the per- 
sonal interests of the recipient as a 
whole. That is why it is so import- 
ant that all persons in positions of 
authority should be concerned with 
their immediate subordinates as indi- 
vidual people and convince them that 
they are so concerned. It is also why 
all insincere efforts to put on a show 
of concern, what may be called the 
“slap and tickle” approach to human 
relations, is quite useless. If you are 
a man’s subordinate — and everyone 
has been that sometime or other — 
you know. If he tries to put on a 
show of interest which he does not 
really feel, it makes you want to 
“throw up”. 


This then is this difficult theory of 
leadership. Men can only collaborate 
effectively if they can keep time. 
Where they are not within sight and 
sound of one another, keeping time 
depends on communication. Accurate 
communication postulates clearing- 
houses. But, if action is to follow on 
communication, messages must be 
authenticated. A clearing-house be- 
comes a position of authority. Men, 
however, will only accept authority if 
they see it as consistent with the 
common purpose of the undertaking 
and compatible with their private in- 
terests. Authority by itself is not 
enough. It must be supported by be- 
haviour in those occupying positions 
of authority which convinces their 
subordinates that they are devoted to 
the common purpose with complete 
integrity and are sincerely concerned 
for the well-being oi each subordinate 
as an individual. This way of behav- 
ing is leadership. 
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High morale — the attitude of dis- 
cipline and group confidence engen- 
dered by successful leadership — can- 
not be bought. It is a thing of the 
spirit. There are dangers in authority, 
but, as the best book I ever read on 
morale reminds us, “in a democratic 
army these dangers are at a minimum; 
the absolute theory of command is 
everywhere subordinated to the 
human equation; authority has learn- 
ed that it must be built on confidence 
and goodwill, that the obedience of 
the spirit is something that command- 
ers have to earn.” 


Human Development Assured 

Because institutions exist for the 
sake of human beings, not the re- 
verse, and “human personality with 
all its infinite variety is the most im- 
portant single factor in all our social 
life”, we should put organization prin- 
ciples first and direct consideration of 
individuals and their varied charac- 
teristics second. That is the right or- 
der. After all, the “Founding Fathers” 
did not sit down to think up a collec- 
tion of duties and _ responsibilities 
which would suit George Washington. 
They tried to create a structure of 
government which would suit the citi- 
zens of the United States. Part of that 
structure was the presidency, compris- 
ing the duties and functions of a chief 
executive, any chief executive. If we 
learn to do this in business organiza- 
tion, we shall provide a framework of 
government wherein our human s0- 
cieties, great and small, can give to 
us or to our successors an environ- 
ment in which human beings collabor- 
ating together can realize their high- 
est capabilities. That is a prospect to 
which we can set no bounds. 


11 W. E. Hocking, “Morale and its Ene- 


mies”, New Haven, Yale University 


Press, 1918, p. 127. 
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An Analysis of 


Capital Gains Cases 


ALTHOUGH income tax was first im- 
posed in 1917, the Canadian tax- 
payer's dilemma in distinguishing be- 
tween capital gain and income ap- 
pears to be of surprisingly recent 
origin, since with one exception it 
was not until the Atlantic Sugar case 
in 1948 that a significant capital 
gains case came before our courts. 
Since 1948 there has been an almost 
torrential flow of litigation on the 
subject, and in the last few years 
considerable attention has been 
focussed on the entire capital gains 
question. 

The reasons for the absence of 
cases prior to 1948 and the substantial 
number subsequent thereto are not 
altogether easy to discover. The prin- 
cipal explanation may well be that 
there was a sudden awakening on the 
part of the taxation authorities to the 
possibility that many types of profit, 
which for 30 years had been accorded 
capital gains treatment, could be con- 
sidered as income subject to tax. 
Other contributing factors were pos- 
sibly the revised income-definition 
sections of the Income Tax Act, 1948, 
particularly the introduction of the 
words “an adventure or concern in 
the nature of trade” and the forma- 
tion of the Income Tax Appeal Board 
with its simplified and less costly ap- 
peal procedures. 


DAVID R. SINCLAIR, C.A. 


What is “Income”? 

The Income Tax Act imposes a tax 
on income, but apart from the sec- 
tions dealing with the special cases 
deailed in sections 5 to 9, recaptured 
depreciation and the like, there is no 
really comprehensive definition of in- 
come in the Act. Section 3 defines in- 
come as “income for the year from all 
business, property and offices and 
employments’; section 4 goes on to 
define income from a business as “the 
profit therefrom for the year”, and 
section 139(1)(e) states that a busi- 
ness is a “profession, calling, trade, 
manufacture of any kind whatsoever 
and includes an adventure or con- 
cern in the nature of trade”. 

To understand the meaning of the 
words employed in these sections one 
must turn for light to the case law on 
capital gains, and in applying a par- 
ticular decision to a certain set of 
circumstances, it must always be re- 
membered that the line between the 
two classes of transaction can be ex- 
ceedingly narrow, and that a slight 
nuance in the facts may well tip the 
scales. This is a recurrent theme in 
many judgments. For example, in 
McLeod v. MNR the court concluded 
that “there is no principle of law de- 
fining what carrying on a trade or 
business is, and it is solely a question 
of fact to be decided by the facts of 
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each case”, and again in Morrison v. 
MNR that “it must be at first stated 
that each case rests on its own merits, 
different facts will call for different 
decisions”. 


Origin of Meaning 

It is an accepted principle of our 
taxation structure that a capital gain 
is not income and is therefore not 
subject to tax, although there are 
some who would contend that cer- 
tain types of capital gain are in fact 
being taxed through the extended 
meaning of income applied in recent 
years. This principle has its origins 
in the United Kingdom, where it was 
evolved over the centuries through 
the settlement of disputes arising on 
the question of distribution of the 
fruits of land tenure and ownership. 
Eventually it found its way into 
United Kingdom tax law and from 
there to Canadian tax law. 

The well-known California Copper 
Syndicate case, which is now almost 
a classic in its field, summed up the 
basic United Kingdom and Canadian 
approach to capital gains as follows: 
“It is quite a well-settled principle in 
dealing with questions of income tax 
that where the owner of an ordinary 
investment chooses to realize it and 
obtains a greater price than he or- 
iginally acquired it at, the enhanced 
price is not profit . . . assessable to 
income tax. But it is equally well 
established that enhanced values. . . 
may be so assessable where what is 
done is not merely a realization of an 
investment, but an act done in what 
is truly the carrying on or carrying 
out of a business . . . The line which 
separates the two classes of cases may 
be difficult to define, and each case 
must be considered according to its 
facts; the question to be determined 
being — is the sum of a gain that has 
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been made a mere enhancement of 
value by realizing a security, or is it 
a gain made in an operation of busi- 
ness in carrying out a scheme for 
profit making?” 

In the United States, probably as a 
result of a different economic and 
social environment, all gains are con- 
sidered income, but with the refine- 
ment that certain types of gain are 
subject to a special rate of tax, con- 
veniently and perhaps rather mislead- 
ingly described as a capital gains tax. 
This view of income was supported 
by the United States Supreme Court 
when it defined income as “the gain 
derived from capital, from labour or 
from both combined, provided it be 
understood to include profit gained 
through sale or conversion of assets”. 


Basic Tests 
Although there is no specific form- 
ula which can be applied to each and 
every case, over the years the courts 
have developed a number of tests 
which, when applied to a particular 
transaction, can be of some help in 
determining the category into which 
it will fall. Briefly stated, these tests 
are: 
. Intention. 
. Number and frequency of trans- 
actions. 
. Relation to the taxpayer’s regular 
business. 
. Nature of the transaction. 


5. Type of asset — fixed or circulat- 
ing. 
6. Charter powers. 

However, these tests are really an- 
cillary to the key question of what 
constitutes a “trade” or, more impor- 
tant, an “adventure or concern in the 
nature of trade”. This is the funda- 
mental issue in most capital gains 
cases and has been the rock on which, 
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from the taxpayer’s viewpoint, many 
cases have foundered. 

In Taylor v. MNR the Exchequer 
Court made a comprehensive analysis 
of the cases dealing with the defini- 
tion of “an adventure or concern in 
the nature of trade” and arrived at 
the following important conclusions: 


1. The terms “trade” and “adventure 
or concern in the nature of trade” 
are not synonymous, and although 
a particular transaction by itself 
may not be a “trade”, it can still 
be “an adventure or concern in the 
nature of trade”. 

2. Classification into a particular cat- 
egory depends on the character of 
the transaction and surrounding 
circumstances, and no single criter- 
ion can be evolved. 

3. If the transaction is dealt with in 
the same manner as would be fol- 
lowed by a person regularly trad- 
ing in the kind of property con- 
cerned, there is a prima facie case 
that the transaction is “an advent- 
ure or concern in the nature of 
trade”. 

4, The nature and quantity of the 
property dealt with may exclude 
the possibility that its sale was the 
realization of an investment or 
anything other than a trading 
transaction. 

5. The presence of an element of 
speculation even in property pro- 
ductive of income and intention at 
the time of purchase and sale are 
important considerations. 

6. Although the transaction is not re- 
lated to the taxpayer's regular 
business or no organization is set 
up to carry it out, it can still be an 
“adventure or concern in the 
nature of trade”. 


The Taylor case appears to have 
rung the death knell on the fonder 


hopes of taxpayers engaged in many 
of the so-called “isolated transact- 
ions”, although perhaps they should 
take heart from the following state- 
ment attributed to Dr. Johnson: “Sir, 
a whoremonger is a dealer in whores, 
an ironmonger is a dealer in iron. But 
as you don’t call a man an ironmon- 
ger for buying and selling a penknife, 
so you don’t call a man a whore- 
monger for getting one wench with 
child.” 

Another observation of a somewhat 
poetic nature, which stems from a 
capital gains case heard before a 
Scottish court, might also be used to 
good effect: “A single transaction falls 
as far short of constituting a dealer’s 
trade as the appearance of a single 
swallow does of making a summer.” 


The broad meaning of income laid 
down in the Taylor case was largely 
based on English case law, but in 
some English decisions a much nar- 
rower view has been taken. For ex- 
ample, in Leeming v. Jones, it was 
observed that “The isolated nature of 
a transaction as opposed to a series of 
transactions of the same kind will 
have a material bearing not only on 
the question as to whether it was a 
trade or concern in the nature of 
trade, but also as to whether the 
profit arising therefrom was an ac- 
cretion of capital or ‘profits or gains’ 
within the meaning of the Income 
Tax Act, which connotes the idea of 
revenue or income.” More categor- 
ically, in Ryall v. Hoare, it was stated: 
“In the first place it is quite clear 
that anything in the nature of a capi- 
tal accretion is outside the words 
‘profits or gains’ as used in the Act; 
that of course . . . rules out the well- 
known case of a casual profit made 
upon an isolated buying and selling 
of an article; that is a capital accre- 
tion and unless it is merged with 
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other similar transactions in the carry- 
ing on of a trade, and the trade is 
taxed, no tax is exigible in respect of 
a transaction of that kind.” Unfortu- 
nately for the taxpayer, in recent 
years very little weight appears to 
have been attached by the courts to 
these two cases. 


Analysis of Cases 

The attached schedule provides an 
analysis by subject matter of the 
capital gains cases heard before our 
courts and may serve as a guide to 
the type of transaction most com- 
monly attacked by the taxation au- 
thorities. From these statistics it will 
also be noted that the taxpayer has 
not met with any resounding suc- 
cess in his appeals. 


Real Estate 


Real estate cases comprise the 
largest single category in the capital 
gains field. A substantial number con- 
cern builders or others engaged in 
the real estate business who realized 
a profit on the sale of land purchased 
for “investment” purposes. Together 
with persons engaged in subdividing 
property, these individuals have re- 
ceived rather short shrift from the 
courts, but hope springs eternal, and 
nothing daunted, many are still claim- 
ing capital gains treatment. Individ- 
uals engaged principally in pursuits 
other than building have also fallen 
before the tax gatherer’s axe. For ex- 
ample, in Campbell v. MNR, a police- 
man constructed and sold several 
apartment blocks, realizing a profit 
on these transactions. Unsuccessful 
attempts to find a suitable home and 
financial uncertainties were among 
the reasons advanced by Mr. Camp- 
bell for the purchases and sales, but 
the Appeal Board, Exchequer Court 
and Supreme Court all ruled against 
him and perhaps lent support to the 
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old adage that a policeman’s lot is 
not a happy one. 


One often hears the view expressed 
that an individual can engage in one 
or two real estate transactions with- 
out being subject to tax. Although in 
practice this may be the case, it need 
not necessarily apply, since as some 
have found to their cost, if it is evi- 
dent that the property was purchased 
with the intention of reselling at a 
profit, then the profit stands a good 
chance of being taxed. 


What is known as the test of the 
“whole course of conduct” appears 
prominently in real estate cases, par- 
ticularly those held before the Appeal 
Board. In reading the recorded judg- 
ments, it is difficult to escape the con- 
clusion that the test is so all-embrac- 
ing that only a fortunate few will 
escape the tax gatherers’ net. 


Timber 

Timber cases are of particular in- 
terest in that the charter powers and 
objects of a corporation have been a 
significant point in several instances. 

In the Anderson Logging Company 
case, which was heard in 1922 under 
the old British Columbia Income and 
Personal Property Taxation Act, con- 
siderable weight was attached by the 
court to the fact that the company 
had powers to trade in timber, and 
the following observation was made 
in this regard: “The sole raison d’étre 
of a public company is to have a busi- 
ness and carry it on. If the transaction 
in question belongs to a class of pro- 
fit-making operation contemplated by 
the memorandum of association. 
prima facie, at all events, the profit 
derived from it is a profit derived 
from the business of the company.” 


This view was supported by an 
English case in which the view was 
expressed that “the private individu- 
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al may save to provide for his old 
age and family — and his existence 
can be separated into his private and 
his trading life. Nothing of the kind 
can be done with an insurance com- 
pany. Its existence is limited by the 
scope of its memorandum and articles. 
It is a trading company alone. It has 
no interests and no field of operations 
outside its business.” 

However, in the Sutton Lumber 
case, the Supreme Court observed 
that “the question to be decided is 
not as to what business or trade the 
company might have carried on un- 
der its memorandum, but what was 
in truth the business it did engage 
in”. Although there is an apparent 
conflict between the views expressed 
in the Anderson Logging and Sutton 
Lumber cases, on closer analysis one 
can deduce that the issue will be de- 
cided primarily on the basis of the 
actual course of action of the com- 
pany regardless of the charter pow- 
ers, but if no evidence is put forward 
concerning the actual course of con- 
duct of the company, the courts will 
look to the charter and base their de- 
cisions on the powers and objects 
contained therein, together with the 
ancillary powers granted by the Act 
under which the company was in- 
corporated. 


The Sutton Lumber case was fol- 
lowed in C. W. Logging v. MNR, 
which was also of interest in that the 
company was held to be taxable in 
respect of a sale of standing timber, 
but not of a tract of timber land, the 
court thus recognizing the principle 
that a sale of a type of property 
closely akin to that normally dealt 
with is not necessarily a trading 
transaction. 


Foreign Exchange 


The two leading foreign exchange 
cases are Eli Lily and Co. Canada 














Ltd. v. MNR and Tip Top Tailors 
Ltd. v. MNR, the Supreme Court and 
Exchequer Court respectively ruling 
that exchange profits arising through 
purchases of merchandise were tax- 
able. In McBee Co. Ltd. v. M.N.R. 
the Appeal Board held that a profit 
on exchange need not be taken into 
income until the liability has actually 
been paid and the amount of profit 
ascertained. The Appeal Board has 
also recognized the distinction be- 
tween fixed and circulating capital 
and ruled that a profit arising on the 
repayment of a general purpose loan 
from a foreign parent company was 
of a capital nature. 


Shares 


Two 1960 cases on share trans- 
actions are of particular interest and 
may give some indication of the way 
the wind is blowing. The first con- 
cerned a taxpayer who had been con- 
nected with the brokerage business 
in various capacities and who was 
held to be taxable on profits realized 
on a common type transaction in 
mining shares. The second concerned 
a wife with a substantial investment 
portfolio, who purchased shares on 
the advice of her husband and resold 
them some three months later at a 
substantial profit. The Appeal Board 
held that the purchase was a specu- 
lative transaction rather than an in- 
vestment and that the profit was tax- 
able. Mr. Fordham’s comments in 
this case have an ominous ring to 
them, “When, however, as happened 
here, the details of such a transaction 
come to light, the relevant provisions 
of the Income Tax Act come into play 
and rarely and only in special circum- 
stances, revealed by the facts of the 
matter, may the taxpayer concerned 
expect to avoid taxation in respect of 
the gain made.” 


Cases concerning stocks and shares 
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are almost conspicuous by their ab- 
sence. Must of them relate to invest- 
ment dealers or promoters, and judg- 
ing from the relatively small number, 
there is no evidence that any serious 
attempt has been made to levy tax on 
stock market profits. One of the lead- 
ing cases was Gairdner Securities Ltd. 
v. MNR in which the appellant claim- 
ed that a profit arising in 1946 on the 
sale of shares held for two years was 
a capital gain. The Supreme Court, 
however, ruled against the appellant 
on the grounds that, although it had 
discontinued its business as a dealer 
in securities with the public in 1938, 
since then it had continued to deal in 
stocks and bonds for its own account 
with a view to making a profit, and 
that the transaction in question fell 
into the profit-making category. 
Merchandise, etc. 

Generally these cases concern tax- 
payers who have engaged in isolated 
transactions relating to equipment, 
grain, eggs and similar items, and 
without exception they have lost their 
appeals to the higher courts. 

Mining and Oil Rights 

These cases are very similar to real 
estate transactions, and once again 
the odds are very much against the 
taxpayer. 

Mortgage Discounts 

The leading case on this topic is 
Cohen v. MNR, where the Exchequer 
Court overruled an Appeal Board de- 
cision and held that discounts on 
mortgages purchased as an invest- 
ment were received as a consideration 
for risking capital and therefore could 
not be construed as income subject 
to tax. But in another case concern- 
ing a company trading in mortgages, 
the discounts were held to be taxable. 
Automobiles 

Automobile cases relate to dealers 


who have claimed a capital gain on 
the profit arising on the sale of dem- 
onstrators, maintenance vehicles and 
the like. In the British American 
Motors case the Exchequer Court 
ruled that demonstrators were part of 
the normal stock and trade of an 
automobile dealer and the profits 
therefrom were subject to tax. In 
other cases it has been held that 
profits arising on the sale of mainten- 
ance vehicles or others held as part 
of the appellant’s fixed assets are cap- 
ital gains. One rather interesting case 
concerned a taxi operator who sold 
his fleet over a period of two years 
and, to do so, carried on what might 
have been construed as a used car 
business. The Exchequer Court over- 
ruled the Appeal Board and conclud- 
ed that the appellant did not carry 
on a business but was merely realiz- 
ing on an investment in the most pru- 
dent manner. 


Inventories 

Until the introduction in 1955 of 
what is now section 85E, profits on 
inventories disposed of on the wind- 
ing up of a business were considered 
by the courts to be capital gains. Sec- 
tion 85E is a good example of legis- 
lation designed to counter the con- 
cept of income developed by the 
courts. 


Conclusion 

The whole question of the meaning 
of income is an exceedingly thorny 
nettle to grasp, and in the great maze 
of case law it is easy to lose one’s 
way. The substantial number of cap- 
ital gains cases are an indication of 
the difficulties inherent in drawing 
the line between the two classes of 
transaction and the differing views 
held by the taxpayer and the tax 
gatherer. 


It is of interest to note that in the 
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United States, despite the compli- 
cated regulations contained in the In- 
ternal Revenue Code, controversy can 
still arise as to whether a particular 
profit will be subject to tax at normal 
rates or the preferential capital gains 
tax rate, and this perhaps points up 
the near impossibility of framing tax- 
ation legislation which will cover each 
and every circumstance. 

To sum up, on balance it would 
appear that in Canada the true capit- 
al gain is still not taxed, but it is be- 
coming more and more difficult for a 
taxpayer engaged in anything which 
savours of an “adventure or concern 
in the nature of trade” to succeed in 
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his claim for capital gains treatment. 
Since any restriction in the meaning 
of income is perhaps too much to 
hope for, the introduction of a flat 
rate capital gains tax and a compre- 
hensive definition of the type of profit 
to which it would apply might well 
be beneficial to the taxpayer faced 
with a high rate of individual or cor- 
porate tax on a profit stemming from 
a source other than that from which 
he derives his regular income. How- 
ever, the occasional taxation of a 
borderline capital gain may not be 
too high a price to pay for the avoid- 
ance of a capital gains tax with all its 
attendant complications. 








Relations Between Directors and Shareholders 


For various reasons, “company” has become a bad word. The ignorant 
public thinks that the company that earns good profits must be a greedy 
monopolist. Or that the average company director is a tax-dodging cater- 
pillar feeding on corporate enterprise. Or that the ordinary shareholder has 
no natural right to a satisfactory return on his investment or to the some- 
times provocative increase in its market value to correspond with its true 
worth. Much of this envy arises from two facts: postwar inflation and the 
distortion of values that it caused, and secondly the expanding character of 
the modern economy which, on the face of it, has taken a good deal of the 
risk out of risk investment. In the process of adjustment to these two major 
facts, company profits and share prices have often responded sharply, while 
the take-over bid has often developed in public clamour between contending 
interests. None of this is other than an economic response to economic forces. 
It is not wicked, anti-social, a deprivation of the workers, or an enrichment of 
the investing class beyond the enrichment of others. But it is during such 
periods of major change that the shareholder, wielding the ultimate sanction 
of his vote, is of crucial importance. It is then that directors have to admit 
that they govern by consent and that they owe shareholders the double duty 
of information and consultation. 

—The Economist, Sept. 17, 1960. 
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Accounting for Oil 
Drilling Operations 


JOHN W. THOMSON, C.A. 





THE SPECIALIZED FIELD of contract 
drilling has become an important fac- 
tor in the search for natural gas and 
petroleum. Most oil companies in 
Western Canada today engage inde- 
pendent contractors to do their ex- 
ploratory and development drilling. 
Major oil companies feel that a re- 
liable drilling contractor can do their 
work more quickly and more econ- 
omically than they could themselves 
by setting up a drilling division. 
Smaller oil companies, for additional 
reasons, are often unable to incur the 
initial cost and upkeep of one or more 
drilling rigs, as each rig entails 
an investment of from $100,000 to 
$1,000,000. 


Having grown substantially follow- 
ing the major discoveries at Leduc 
and Redwater in 1947 and 1948, the 
drilling industry in Western Canada 
now comprises some 52 companies 
owning a total of 321 fully-equipped 
rigs. The larger rigs are capable of 
drilling to depths of 10,000 to 18,000 
feet, although the majority drill in the 
4,000 to 10,000 foot range. Contractors 
have drilled approximately 2,500 wells 
per year in Western Canada during 
the past few years. 

Rigs on contract operate 24 hours 


a day, seven days a week. A rig re- 
quires three crews of five men each, 


with a rig supervisor in charge. On 
completion of a contract, rigs are dis- 
mantled and may be transported hun- 
dreds of miles, to be reassembled at 
new locations in two or three days. 

Weather is an extremely import- 
ant factor in the drilling business. 
Winter is the period of greatest ac- 
tivity, when heavy trucks can trans- 
port rig equipment over frozen bush 
roads and muskeg. During spring 
break-up, mud conditions on bush 
roads and road restrictions on paved 
highways confine operations to a 
minimum. 

The cost of drilling and completing 
a producing oil or gas well, excluding 
the acquisition cost of land, varies 
between $20,000 and $1,000,000. Oil- 
wells in the Pembina and Swan Hills 
fields cost approximately $50,000 and 
$150,000 respectively, while a gas well 
in the Pincher Creek field costs about 
$750,000. Of this total, about 40% re- 
presents the charges by the contract 
driller. 

Contracts are usually let on one or 
a combination of the following bases: 
(a) footage — an agreed price per 
foot of hole drilled; (b) daywork — 
an agreed price per day worked; (c) 
turnkey — an agreed total price for 
the well. 

The majority of contracts are on a 
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footage basis, the contractor usually 
assuming responsibility for the trans- 
portation of the rig to the location, 
providing the drilling bits, the camp 
where necessary, and all labour and 
supplies necessary to operate the rig. 

Daywork contracts are generally 
sought by the contractor for wells 
where the drilling time or other sub- 
surface conditions cannot be ascer- 
tained within reasonable limits of risk. 

The turnkey contract, generally 
speaking, places much more respon- 
sibility on the contractor, not only for 
services and materials required, but 
also in terms of risk. This type of con- 
tract is not usually entered into by 
the contractor, unless costs can be 
determined with reasonable accuracy. 


Some contractors drill for interests 
in a proven or semi-proven well. The 
contractor furnishes the rig and pays 
for all of the drilling and well com- 
pletion costs while the operator con- 
tributes the land acquisition costs. 

Risks in the drilling industry are 
great. Estimating costs, even within 
reasonable limits, is very often im- 
possible. Frequently the contractor is 
responsible for moving equipment 
weighing up to 600 tons, over many 
miles of rough roads, mud and mus- 
keg. Difficulties in drilling the hole, 
due to hard or caving formations, are 
often encountered. Isolated locations 
and relatively poor communications 
may add further to the contractor's 
hazards. 


Bidding 

Although most contracts are quoted 
on a footage basis, the majority of 
drilling costs depend on the time re- 
quired to drill. Therefore, the bidding 
process involves the conversion of the 
total of variable and fixed costs to a 
price per foot. Some form of bid sheet 
is usually used to assemble the various 
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factors, which include estimated drill- 
ing time, variable and fixed costs, pro- 
fit, projected depth and price per foot. 
In addition to providing a formal 
basis of calculating the footage price 
to be bid, the bid sheet becomes a 
standard of performance or budget to 
which results may be compared. 


Because much of the drilling cost 
varies with drilling time, the time 
estimate is a most important feature 
of a footage contract. For this es- 
timate, which is usually expressed in 
days, the contractor relies on his tech- 
nical personnel. They base the esti- 
mate of drilling time on statistical 
data and other information obtained 
from the oil company’s engineering 
and geological departments, as well 
as from their own records of previous 
wells drilled in the area. 


Variable Costs 

Drilling expenses which vary direct- 
ly with drilling time include labour, 
supplies, repairs, fuel, water and de- 
preciation. In addition, there are in- 
direct expenses such as administrative 
overhead, shop and yard expense, 
which while largely fixed are usually 
applied to contracts on the basis of 
drilling time. The most common unit 
of applying these variable expenses 
to contracts for bidding and cost ac- 
counting purposes is the “drilling 
day”. 

Of the variable expenses, the me- 
thod of applying repairs and depre- 
ciation to specific contracts for both 
bidding and cost accounting purposes 
is important. In one company, per 
day standards for repairs and depre- 
ciation are used in bidding and cost- 
ing individual contracts. In calculat- 
ing the per day standard for depre- 
ciation for a particular rig, the com- 
pany uses estimated replacement value 
divided by the estimated number 
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of days of useful life. The determina- 
tion of a per day standard for re- 
pairs and maintenance is somewhat 
more difficult. Certain repairs and 
maintenance costs recur frequently 
and may be fairly accurately estimated 
on a daily basis. Other repairs are of 
a major nature and occur infrequently 
over a period of years. For example, 
the overhaul of a diesel engine will 
be required about every three or four 
years. Because of the differing nature 
of repairs and maintenance as related 
to time, wide fluctuations in per day 
costs result when calculated over short 
intervals of time. Two increments are 
therefore involved in determining a 
per day standard. The first is a de- 
tailed cost system which sets out, for 
each rig, those repair and mainten- 
ance costs which recur on more or 
less a day-to-day basis. The second is 
an estimated amount per day to cover 
overhauls to major components. This 
is arrived at by dividing the estimated 
overhaul cost by the estimated use- 
ful life of the component expressed 
in days. 


Fixed Costs 

Fixed drilling costs are costs which 
are peculiar to a particular well, re- 
maining the same regardless of drill- 
ing time. Transportation of the rig 
from one location to another, site 
preparation, labour to rig up and tear 
down, rock bits and circulation ma- 
terials, fall within this category of 
“fixed costs”. 

Rigs may move from one location 
to another in the same field or to a 
location many miles away. It is not 
uncommon for a rig to move 500 
miles. Most rig moves involve an ex- 
penditure of under $20,000; however, 
some moves have cost several hundred 
thousand dollars. In estimating the 
moving cost, the condition of roads 
leading to the location is a most im- 


portant consideration. Road condi- 
tions to a large extent are dependent 
on weather. 


The number and cost of bits re- 
quired to drill a well vary mostly 
with the hardness of the formations 
drilled. If previous wells have been 
drilled in the area, an accurate es- 
timate of the number of bits required 
can usually be made. 


Circulating materials are special 
clays and chemicals mixed with water, 
which are pumped under pressure 
down the drill pipe and returned to 
the surface through the space between 
the hole and the outside diameter of 
the drill pipe. This action cleans the 
cuttings from the bottom of the hole 
and cools the bit. Cost of circulating 
materials varies with quantity and 
type used, which in turn varies with 
the sub-surface conditions peculiar to 
the area. In certain areas, a condition 
known as “lost circulation” is encoun- 
tered where the circulating fluid, in- 
stead of returning to the surface, is 
lost in cavities in the formation. How- 
ever, the contractor is usually pro- 
tected under the contract against this 
condition. 


The profit margin to be added to 
estimated costs of drilling a well de- 
pends on the degree of hazard, cer- 
tainty of estimated costs, availability 
of competitive rigs and the investment 
in the rig relative to its probable 
work. 

An example of one of the hazards 
of the drilling contractor is an opera- 
tion called “fishing”. Not infrequently 
the sub-surface connections (drilling 
string) break, due to unpredictable 
stresses and fatigue. The process un- 
dertaken to recover the equipment is 
known as fishing. Fishing can be ex- 
tremely costly, not only in lost equip- 
ment but also in lost time and the 
cost of special services usually re- 
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quired. Often the contractor is forced 
to leave the lost equipment in the 
hole and drill around it. Losses of 
$25,000 resulting from a fishing opera- 
tion are not uncommon. No insurance 
company has yet seen fit to insure this 
type of risk. 

The probable activity for a rig de- 
pends upon its location. In determin- 
ing the amount of protit to be sought 
for drilling a particular well, the 
probable activity must be related to 
the investment in the rig. For ex- 
ample, two rigs of equal investment 
and depth rating, one in the Pembina 
field and the other in the Northwest 
Territories, will have a different num- 
ber of working days within one year. 
The rig in Pembina will probably 
work about 200 days during the year 
whereas the rig in the Territories may 
only work for 100 days, due to in- 
accessible locations which can only 


be reached during winter. If a con- 
sistent profit on investment is to be 
obtained, a much higher profit per 
day must be obtained for the well 
in the Northwest Territories than 
for the well in Pembina. 


Depreciation 

Depreciation forms a large monet- 
ary part of the cost of drilling. In 
common with many businesses today, 
competition, operating procedures and 
preventive maintenance methods are 
constantly changing the useful life of 
equipment. 


Closely associated with the rate at 
which drilling equipment is deprecia- 
ted is the method of accounting for 
replacements and major overhauls. 
Under normal conditions, many rig 
components will be replaced or over- 
hauled over a period of from six to 
ten years. Most drilling contractors in 
Canada expense replacements and 
major overhauls and depreciate the 
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original cost of the rig on a straight 
line basis, although rates of deprecia- 
tion vary widely. 

In the early days of the industry, 
when profits were relatively high, 
equipment was depreciated rapidly. 
During recent years it became evi- 
dent to many contractors that ac- 
cumulated provisions for depreciation 
were in excess of a fair measurement 
of expired useful life. This was not 
only due to heavy depreciation 
charges in earlier years but also be- 
cause replacements and overhauls 
(which had been expensed) had pro- 
longed the life of the equipment. As 
a result, a number of contractors have 
revised their rates of depreciation in 
order to provide a more realistic 
charge against income. 


As previously mentioned, the man- 
ner in which replacements and over- 
hauls are treated in the accounts has 
a definite bearing upon the rate of 
depreciation. In the United States, 
a number of contractors have followed 
the practice of charging major re- 
placements and major overhauls 
against accumulated depreciation as 
opposed to adjusting the rate of de- 
preciation. Such a practice has con- 
siderable merit for several reasons. 
First, the charge against income un- 
der this method is more consistent 
because during any one accounting 
period the expensing of replacements 
and overhauls could significantly dis- 
tort income measurement; secondly, 
replacements and overhauls of major 
components result in an addition to 
the useful life of equipment. Theoreti- 
cally, in the case of replacements, the 
asset account should be relieved of 
the original cost disposed of and the 
value of the addition substituted 
therefore. However, the measurement 
of increased additional life is fre- 
quently difficult to determine. There- 
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fore, from a practical standpoint, re- 
placements and overhauls of major 
components are more properly charg- 
ed against accumulated depreciation 
rather than to profit and loss. 


Drill Pipe and Collar Depreciation 

Drill pipe and drill collars con- 
stitute what is known as the “drilling 
string”, representing an investment of 
between $25,000 and $150,000, de- 
pending on the number of feet of 
drill pipe and the number of drill 
collars used. Drill pipe serves as a 
connecting link between the bit in the 
hole and the rotary drive on the 
surface. Drill collars are thick-walled 
steel tubes placed between the drill 
pipe and the bit. The weight of the 
drill collars on the bit increases the 
rate of penetration and helps to drill 
straighter holes with fewer drill pipe 
failures. 


The useful life of drill pipe and 
drill collars varies with many drilling 
conditions, but principally with the 
abrasiveness of the geological forma- 
tions encountered, the length of time 
the pipe and collars are rotating in 
the hole, and the number of feet of 
drilling string in use. Because these 
factors vary widely from area to area, 
it is not practical to calculate the 
actual depreciation attributable to a 
particular well. Assuming the drilling 
string is used in generally similar 
geological areas, i.e. the abrasive fac- 
tor remains constant over the life of 
the drilling string, the calculation of 
depreciation becomes a function of 
time or drilling days and the number 
of feet in use each drilling day. An 
average unit cost for depreciation 
may be derived by dividing the cost 
of the drilling string by the total 
number of feet in use each drilling 
dav, based on past performance, over 
as long a period of time as is possible. 


The unit cost so derived is practical 
in application both for bidding and 
cost accounting. 


Budgets 

Certain expenditures in the contract 
drilling operation should be planned 
and controlled in relation to projected 
future activity. Replacements and 
overhauls, capital additions and fixed 
overhead are expenditures of this 
nature. 

Projected activity is predicted on 
oil companies’ exploration and de- 
velopment programs of wells to be 
drilled. Generally speaking, these pro- 
grams are, of necessity, in a constant 
state of flux. A producing well in an 
unproven area may prompt im- 
mediate expansion of the program in 
that area. On the other hand, a dry 
well in a semi-proven area may cur- 
tail further development. Weather 
conditions often restrict completion or 
even the start of exploration and de- 
velopment programs. For the indivi- 
dual contractor, it is difficult to plan 
over extended periods of time. 

Of particular importance to the con- 
tractor is a budget for replacements 
and major overhauls. While not al- 
ways possible, it is desirable to plan 
for replacements and overhauls in 
relation to anticipated activity. In ad- 
dition to providing a guide to most 
economic replacement, the budget be- 
comes a standard of equipment per- 
formance and forms an integral part 
of a working capital forecast. 


Working Capital 

Because of the uncertainty of costs, 
hazards and highly variable work pat- 
tern, the drilling contractor often finds 
it difficult to maintain a balanced 
working capital. Many rigs in the in- 
dustry are financed by chattel mort- 
gages or some other means. Repay- 
ments during extended periods of 
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slack activity can create further work- 
ing capital difficulties. 

Administrative, shop and yard over- 
head is largely fixed. Larger contrac- 
tors may employ drilling engineering, 
mechanical engineering, purchasing, 
safety and personnel departments. 
Some have repair shops and extensive 
yard facilities for storage of spare and 
special equipment. Wide fluctuations 
in rig activity make it difficult for 
the contractor to justify effective con- 
tinuity of personnel in such service 
departments. 

Improvements, replacements and 
major overhauls generally involve sub- 
stantial sums. Some of these outlays 
can be related to projected activity 
and budgeted accordingly. Frequent- 
ly, improvements or replacements 
must be undertaken in the hope that 
sufficient work will be available for 
economic payout. 

To ensure adequate working capital 
to cover fishing expense, is not prac- 
tically possible in view of the sum 
which may be involved. The con- 
tractor operating a large number of 
rigs has an advantage in that the 
expense may be spread over a larger 
scope of operation. Sound drilling 
practices, well-trained personnel and 
equipment maintenance can only con- 
fine this risk to a minimum. 

Sometimes a well on a footage basis 
will require as long as four months 
of drilling time. Progress payments 
are not usually provided to the con- 
tractor. Longer-term contracts of this 
nature may require several hundred 
thousand dollars of working capital 
because the contractor cannot usually 
satisfy the terms of the contract until 
the well is abandoned or production 
casing has been cemented in the well. 


Cost Accounting 
Cost accounting serves two main 
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purposes for the drilling contractor. 

The first of these is to establish ac- 

curate unit costs of rig operating ex- 

pense for bidding, and the second is 
to report variances between actual 
and estimated well costs. In analyzing 
well cost variances, there are three 

areas of cost control which are im- 

portant to management end its res- 

pective operating departments. These 
areas are: 

1. Cost variance attributable to a 
difference between the estimated 
and actual drilling times. 

2. Cost variance attributable to rig 
operating costs. 

3. Cost variance attributable to those 
co~'> peculiar to a particular well. 

€ . are many reasons which cause 
the iriances, and it is sometimes 
diff to assess responsibility to 

a pe cular operating department. 

However, the reporting of variances 


does provide management and opera- 
ting departments with a guide to 
areas of control which may be im- 
proved. 


Inventories 

Stocks of operating and mainten- 
ance supplies are usually small com- 
pared with those carried by manu- 
facturing companies. Most locations 
are accessible to oilfield supply stores 
which have aggressive and effective 
service departments. Certain remote 
locations do require an inventory of 
operating supplies and spare parts 
sufficient to last through a winter’s 
operation, but with this exception 
most contractors charge these items 
to expense as they are purchased. 


Conclusion 

Many authorities have stated that 
the surface has only been scratched 
in the search for new oil and gas 
reservoirs in Western and Northwes- 
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tem Canada. However, recent years 
have seen tremendous advances in 
foreign oil development and produc- 
tion. Foreign crude increasingly 
threatens the North American oil in- 
dustry where development and pro- 
duction costs continue to rise. Added 
to these conditions is the potential 
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effect of nuclear energy on the oil 
industry. The oilwell drilling contrac- 
tor must assume his share of the 
responsibility in meeting these chal- 
lenges. Among these responsibilities 
are improved techniques for increas- 
ing rates of penetration and reducing 
costs through greater efficiency. 


Walter J. Macdonald Memorial Award 


An announcement appeared last month in connection 
with the Walter J. Macdonald Memorial Award to be given 
annually for the best article written by a member of the 
Canadian Institute of Chartered Accountants and pub- 
lished in The Canadian Chartered Accountant during the 
year. The award, judged by a panel of three to be ap- 
pointed annually by the president of the Canadian Insti- 
tute of Chartered Accountants, carries an honorarium of 
$500 together with a tangible token. 


For the year 1961-1962 articles published from August 
1961 to June 1962 inclusive will be eligible. In subsequent 
years the award will cover the period from July to June. 
The judges will use the same criteria that the Editorial 
Board employs in selecting manuscripts for publication: 
(1) interest to chartered accountants, (2) contribution to 
knowledge and (3) clarity of style. If, in the majority 
opinion of the judges, no entry in any year is considered 
worthy of the award, an honorarium will not be made for 


that year. 


The offer of the award was made last September at 
the 58th annual conference of the Canadian Institute of 
Chartered Accountants by Deloitte, Plender, Haskins & 
Sells in memory of the late Walter J. Macdonald, F.C.A., 
senior partner of the firm, and was accepted at that time 


by the Executive and Council of the Institute. 





Special Feature 


“The Corporate Viewpoint” 
Edited by 


A. F. Desmond Campbell, C.A. 


DOUGLAS G. KINNEAR, M.D. 


Are Business Executives Healthy? 


This article, written by a well 
known expert on the subject, should 
be especially topical at this time of 
the year when the combination of an- 
nual reports, annual meetings, immi- 
nent income tax returns and new 
year’s resolutions contribute to a high 
degree of stress on the stamina of 
executives. The article is thought- 
provoking from a personal standpoint 
as well as that pertaining to the de- 
velopment of long-range corporate 
policy. 

Clinics devoted to periodic health 
examinations of business executives 
are a new development on the Cana- 
dian scene. 

What are the reasons behind the 
growth of such programs? How 
complete should such an examination 
be, and how often should it be 
carried out? What disorders are com- 
monly encountered? Are these dis- 
orders preventable or treatable? Do 
business executives follow the recom- 
mendations arising from such exam- 
inations? 

These and many other questions 
are undoubtedly faced by senior 
management personnel formulating 
company health policies. In this 
article an attempt will be made to 
provide answers to these questions 


and to comment on the status of such 
clinics in our own country. 


Trend to Preventive Medicine 

Periodic examinations as a safe- 
guard to health have been in vogue 
for many years. The attitude of pa- 
tients and physicians towards them is 
variable. Some have maintained that 
early consultation with a physician 
when symptoms arise is all that is 
necessary. However, an increasing 
number of physicians advise, and 
more and more patients demand, reg- 
ular examinations to ensure the main- 
tenance of good health. Common- 
sense dictates that one should strive 
to prevent disease as well as to treat 
it, and the post-war years have wit- 
nessed an upsurge in the role of pre- 
ventive medicine. Examples of this 
are legion. Prenatal and well-baby 
clinics, school health programs, and 
mass immunization against smallpox 
and poliomyelitis are selected illus- 
trations. In all these programs pre- 
vention, as well as early detection and 
treatment of disease, has led to im- 
proved community health. 

Industrial health programs reflect 
this trend and are accepted by labour 
and management alike. These pro- 
grams stem from medical services es- 
tablished by some employers, as far 
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back as the middle of the last cen- 
tury, to meet the needs of their em- 
ployees in locations where medical 
services were not satisfactory or not 
readily available. Further impetus 
was provided by government legis- 
lation enacting laws aimed at ensur- 
ing safe working conditions and com- 
pensating employees for occupational 
disability or death. 


Executive Health an Asset 

What then of the health of the busi- 
ness executive himself? It is often 
suggested that these individuals are 
subject to unusual stresses and strains 
because of the positions they hold. 
This is certainly a view that is widely 
held. The past decade has seen an 
awakening concern for the health of 
this small but important group in our 
society. When one recalls that an 
executive earning $10,000 to $20,000 
per year represents an investment to 
his company of about $250,000, and 
when one considers that this individ- 
ual with his fellows may be respon- 
sible for annual expenditures amount- 
ing to millions, it is quite easy to un- 
derstand why modern industry is not 
only interested and concerned, but 
prepared to do something active 
about promoting the vigorous good 
health of this important group. Fur- 
thermore, any such action is clearly in 
the interests of the whole community. 

In the United States, the result has 
been widespread acceptance by in- 
dustry of the need to provide regu- 
lar health examinations for manage- 
ment personnel. All Canadians are 
proud of the immense expansion of in- 
dustry in this country. The health of 
the management of this new giant is 
now awakening concern on the part 
of Canadian medicine which, until re- 
cently, was able to view with detach- 
ed interest the annual trek to Ameri- 
can clinics of growing numbers of 


executives from our business com- 
munity. During the past few years 
there has been an increasing demand 
from this burgeoning business com- 
munity for formally organized execu- 
tive health clinics in Canada. 


A Complete Examination 

The aim of these clinics is to dis- 
cover the maximum number of dis- 
orders with the least effort, time and 
expense to the patient. The entire 
examination can be conducted on an 
outpatient basis. It is true that in 
some clinics individual executives are 
actually admitted to hospital for their 
check-ups. With long lists of ill pa- 
tients waiting to be admitted, it does 
not seem reasonable to tie up pre- 
cious hospital beds in this way. More- 
over, there seems no need to do this 
because careful streamlining of the 
program can make it possible to com- 
plete the examination more efficiently 
and at less expense on an ambulant 
basis. 

What then constitutes a complete 
examination? A detailed history and 
complete “head to toes” physical ex- 
amination are far and away the most 
important part of such a health pro- 
gram. The clinical assessment re- 


Dr. Dovcras G. 
KINNEAR is registrar 
of the Executives’ 
Clinic, Montreal 
General Hospital. 
He is a Fellow of 
the Royal College of 
Physicians in Can- 
ada and a member 
of the staff of the Department of 
Medicine, Montreal General Hospital 
and the Faculty of Medicine at Mc- 
Gill University. He graduated from 
McGill in 1952 and for the next six 
years took post-graduate training in 
Montreal and Boston Hospitals. 





174 


quires one to one and a half hours 
of an examiner’s time. History should 
include a detailed review of previous 
hospital admissions, illnesses, injuries 
and operations, followed by a symp- 
tom-by-symptom inquiry into all the 
organ systems of the body. A close 
perusal of the family history may 
point suspicion to diseases known to 
have a higher familial incidence. 
Last, but not least, in dealing with an 
apparently healthy group of people, 
special attention is paid to personal 
history. How far in school did he 
go? What are his eating and sleep- 
ing habits? How much does he 
smoke and drink? Does he relax suf- 
ficientlyP Are there any stresses at 
home or at his work which could be 
adjusted? 

This is followed by complete physi- 
cal examination, which includes 
height, weight, temperature, pulse 
and blood pressure, along with care- 
ful examination of all the systems of 
the body. Rectal examination is sup- 
plemented by direct proctoscopic vis- 
ualization of the lower bowel. The 
measurement of eye tension is essen- 
tial to detect the earliest signs of glau- 
coma, the commonest cause of blind- 
ness in our adult population. 


Following such a complete clinical 
examination, it is said that a trained 
observer can detect 90% of the com- 
monest disorders. The laboratory 
tests which follow serve to confirm 
the clinical diagnosis and will also 
disclose occasionally a further small 
percentage of abnormalities. The 
number of laboratory tests that could 
be carried out are legion, and routine 
tests must be chosen with a view to 
detecting the maximum number of 
disorders with the least time, effort 
and expense to the patient. Medical 
experience has determined the most 
practical series of tests which, with 
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minor variations, are agreed upon by 
clinics working in this field. 


Plan of One Clinic 

The plan adopted in the Executives’ 
Health Clinic at The Montreal Gen- 
eral Hospital may be used as an il- 
lustration. The routine tests used in 
the clinic are urinalysis, blood counts, 
blood chemical estimations of sugar, 
cholesterol, bile and urea nitrogen (a 
body waste product excreted by the 
kidney), blood seralogical tests for 
syphilis, an electrocardiogram and X- 
ray examination of the chest in two 
planes. Provision is made to include 
complete X-ray examination of the di- 
gestive tract if indicated. Flexibility 
is the keyword and, at the discretion 
of the examining physician, other per- 
tinent tests may be ordered. 

At the conclusion of the examina- 
tion, the findings are discussed with 
the patient. Ordinarily, treatment is 
not undertaken by executive health 
clinics. The patient is referred to his 
personal physician, who receives a de- 
tailed transcript of the complete 
medical record. In this connection, it 
is obligatory that the information re- 
main confidential. It can be released 
only with the written permission of 
the patient. 

Company officials commonly ask 
how often their executives should be 
examined. There is no hard and fast 
rule. The incidence of degenerative 
and malignant disease increases 
sharply after the age of 40, and in 
this group it is generally agreed that 
annual examinations should be under- 
taken. Under age 40, every two 
years should suffice unless the initial 
examination indicates a need for an- 
nual review. 


Abnormalities Disclosed 
The question now is what sort of 
disorders do these medical examina- 
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tions disclose. Are apparently well 
executives really healthy? In our 
own initial series of over 200 examina- 
tions at the Montreal General Hospi- 
tal, only 12.4% of the individuals were 
completely free of abnormalities, even 
though nearly all of these men con- 
sidered themselves to be in good 
health. Similar experience has been 
reported in the United States. For 
example, in a group of 269 executives 
examined at the University of Chi- 
cago, only 16.4% were considered nor- 
mal. More than half of the abnormal- 
ities we discovered were not serious in 
the sense that they posed an imme- 
diate threat to life, but might well de- 
tract from efficiency at work and en- 
joyment of leisure time. Obesity and 
chronic nervous tension were the most 
common findings in this group, and 
several cases of skin disease, peptic 
ulcer, rheumatism, arthritis, hernia, 
polyps in the nose, bronchitis, gout 
and latent diabetes were discovered 
as well. 


Obesity and Hypertension 

One should point out that nowadays 
many authorities would include obes- 
ity with the group of more serious 
abnormalities. In assessing the im- 
portance of this factor, there is much 
food for thought in the recently pub- 
lished Build and Blood Pressure 
Study by the Society of Actuaries 
working in conjunction with the As- 
sociation of Life Insurance Medical 
Directors. This group undertook 
the monumental task of analyzing 
some five million insurance policies 
whose holders were observed over a 
period of 20 years. New standards 


for average weights have thus been 
tabulated. This study shows that the 
lowest mortality at ages 30 and over 
is found with a figure of 15-20 pounds 
below average weight, this figure be- 


ing referred to as the optimum of 
“best” weight. In this same age group, 
men weighing 20 pounds above the 
average experienced a 10% higher 
mortality than men with average 
weights, and a 25% higher mortality 
than men of the same age at their 
optimum or “best” weight. 

This study also demonstrates the 
long-term harmful effects of appar- 
ently minor elevations in blood pres- 
sure. As an example, men under age 
60 with a blood pressure of 150/90 
had double the mortality of standard- 
risk policy holders. The combination 
of overweight and hypertension re- 
sulted in an even greater increase in 
mortality than would be gained by 
adding the individual increases. The 
study further confirms the fact that 
overweight individuals have a mild 
elevation of blood pressure as well. 


The implication of this study will 
undoubtedly have a profound effect 
on insurance medical underwriting. 
Likewise, it is apparent that minor 
degrees of hypertension and obesity 
constitute a serious threat to longevity 
and can no longer be ignored in pro- 
grams devoted to the early treatment 
and prevention of disease. 


What about the more serious dis- 
orders which comprised about one 
third of our series? Abnormalities in 
this category are those which inter- 
fere with normal life expectancy. 
Heart disease due to high blood pres- 
sure, damage of the valves from rheu- 
matic fever, and hardening of coro- 
nary arteries, as well as other diseases 
such as diabetes and cancer, are in- 
cluded in this group. These diseases 
are notorious because symptoms may 
be slight in the early stages. In ad- 
dition, treatment must be instituted 
early to be effective, particularly in 
the case of hypertension and malig- 
nancies. In our own series, one com- 
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pletely silent cancer was discovered. 
It had produced no symptoms. Cur- 
ative surgery was possible, and there 
is no doubt that this represents one 
life saved. In addition, polyps of 
the lower bowel were found in nine 
cases, and surgery was recommended 
to forestall the possibility of malig- 
nant change. 


What Chance Improvement? 

At this juncture it is reasonable to 
ask whether the mere discovery of 
all these abnormalities will really 
help; will individual executives act on 
the advice given them in the clinics? 
An answer to this from our own data 
will have to await the completion of 
several examinations of the same in- 
dividuals. A recent report from the 
Mayo Clinic concerning follow-up 
examinations of 231 executives con- 
cluded that in general, the majority, 
but not all, of this group had serious- 
ly tried to comply with the advice 
given them. A recent patient in our 
clinic exemplifies this. On his initial 
visit one year ago he complained of 
chronic cough, nasal obstruction and 
fatigue. On physical examination, he 
was 15 pounds overweight and show- 
ed a slight elevation of blood pressure 


THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1961 


above the normal expected for his 
age. There was clinical evidence of 
chronic bronchitis, and the urine 
sample showed a trace of sugar. His 
mother was diabetic. He smoked ex- 
cessively. He was strongly advised to 
lose weight and to stop smoking, and 
was instructed in living habits. One 
year later he returned with no com- 
plaints, having lost 15 pounds, and 
with a low-normal blood pressure 
reading. He had given up smoking 
and the chest was now clear to exam- 
ination. The urine was free of sugar. 
Although one cannot predict the 
future, it is not unreasonable to ex- 
pect that this degree of compliance, 
simple though it may be, may well 
contribute to his increased enjoyment 
of life and a longer life span. 


Executives’ health clinics are indeed 
an adventure in preventive medicine. 
There seems room for optimism that 
an enlightened management, working 
closely with an alert medical profes- 
sion, will find ways to raise the health 
of executives out of all recognition. 


This is clearly in the interests of 
management itself, but it is also of 
immense importance to the whole na- 
tion. 
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Accounting Research 


ENGLISH VIEWS ON INVENTORY 


The Institute of Chartered Account- 
ants in England and Wales has recent- 
ly issued No. 22 in its series of Recom- 
mendations on Accounting Principles. 
This deals with “Treatment of Stock- 
in-Trade and Work in Progress in 
Financial Accounts”. This replaces 
Recommendation No. 10 issued in 
June 1945 and makes several sig- 
nificant changes in the official English 
position on this contentious subject. 
Because this question is by no means 
settled in this country, a review of 
the present recommendations of the 
English Institute and of some of the 
principal changes will no doubt be of 
interest to Canadian practitioners. 


As is usual with pronouncements 
of this sort, the recommendations 
themselves are preceded by a quite 
lengthy discussion of problems which 
have caused concern and of the pro- 
cedures which have been adopted to 
deal with them. Although this is a 
logical arrangement for the official 
pronouncements themselves, Canadian 
practitioners may find it easier to 
assess the significance of the new 
pronouncements if the “recommenda- 
tions” are summarized first and the 
reasons for them are only elaborated 
where the conclusions may seem 
strange to a Canadian reader or where 
differences in usage and terminology 
may leave such a reader confused as 
to the actual significance of the re- 
commendation. 


The Recommendations 

The basic recommendations made 
in this pronouncement may be sum- 
marized as follows: 

1. Appropriate amounts for all stock 
in trade (including raw materials, 
partly finished, or finished stocks) and 
all work in progress should be in- 
cluded in the financial accounts com- 
puted in accordance with the other 
recommendations. It is stated spe- 
cifically that “there is no justification 
for the omission of stock, nor for stat- 
ing stock at an amount which is 
higher or lower than the amount so 
computed. . . .” 

2. Profits should not be anticipated 
except in those industries where the 
use of selling price or some other 
figure higher than cost is generally ac- 
cepted practice. 

3. The amount carried forward for 
stock and work in progress should be 
computed on a basis which, having 
regard to the nature and circum- 
stances of the business, will enable the 
accounts to show a true and fair view 
of the trading results and financial 
positions. In most businesses the basis 
should be the cost of the stock held, 
less any part thereof which properly 
needs to be written off at the balance 
sheet date. 

4. The circumstances of each busi- 
ness should determine which basis of 
valuation is appropriate and the 
method by which “cost” is to be com- 
puted as well as the proportion of 


177 








178 





cost which is to be written off. In 
most cases where reductions below 
cost are necessary, it will be the excess 
of cost over either “net realizable 
value” or the lower of “net realizable 
value” and “replacement price” which 
will be written off. 

5. The basis of valuation adopted 
and the methods of computation used 
should not be changed unless changed 
circumstances have made the basis 
formerly used inappropriate. 

6. The terms used in the recom- 
mendations are defined as follows: 

(a) “cost” means all expenditure in- 
curred directly in the purchase or 
manufacture of the stock and the 
bringing of it to its existing con- 
ditions and location, together 


with such part, if any, of the. 


overhead expenditure as is appro- 
priately carried forward in the 
circumstances of the business in- 
stead of being charged against 
the revenue of the period in 
which it was incurred; 

“net realizable value” means the 
amount which it is estimated, as 
on the balance sheet date, will be 
realized from disposal of the 
stock in the ordinary course of 
business, either in its existing 
condition or as incorporated into 
the product normally sold, after 
allowing for all expenditure to be 
incurred on or before disposal; 
“replacement price” means an 
estimate of the amount for which 
in the ordinary course of busi- 
ness the stock could have been 
acquired or produced either at 
the balance sheet date or in the 
latest period up to and including 
the date. In a manufacturing 


— 


(b 


(c) 


business this estimate would be 
based on the replacement price 
of the raw material content plus 
other costs of the undertaking 
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which are relevant to the condi- 
tion of the stock on the balance 
sheet date. 

7. In comparing cost, net realizable 
value, or replacement price, the com- 
parison may be made by considering 
each article separately, or by grouping 
articles in categories based on similar- 
ity or interchangeability. The method 
of comparing the aggregate cost of 
the whole inventory with its aggre- 
gate net realizable value is still recog- 
nized but a warning is given to the 
effect that this method involves off- 
setting foreseeable losses against un- 
realized profits and thus “may not 
be suitable for businesses which carry 
stocks which are large in relation to 
turnover”. 


8. Whenever inventories are materi- 
al in relation to either the trading re- 
sults or the financial position, the ac- 
counts should indicate concisely the 
manner in which the amount has 
been computed. If this is not prac- 
ticable, the accounts should contain 
a statement explaining that a concise 
description of the method and bases 
used is not practicable but that the 
amounts have been determined on 
bases and by methods of computation 
which are considered appropriate in 
the circumstances of the business and 
have been used consistently. It is also 
stated that the use of the term “mar- 
ket value” should be discontinued. 

9. Goods purchased for future de- 
livery do not belong in inventory al- 
though provision should be made for 
expected losses in circumstances 
where a write down below cost would 
be appropriate if the goods were in 
inventory. 

The above summary covers the 
main points of the recommendations, 
although some minor qualifications 
have been omitted in the interest of 
brevity. As they stand, the only pro- 
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vision that seems unusual compared 
with existing Canadian practice is 
the suggestion that the use of the 
term “market” should be discontinued. 
There are, however, several points in 
the discussion preceding the re- 
commendations which show _ that 
some of the terms used are intended 
in a rather special sense, or at least in 
a way which is not normal in this 
country. The more important of these 
relate to the treatment of overheads, 
the methods of determining cost, and 
the considerations which should guide 
the choice between the use of “net 
realizable” or “replacement price”. 
These points are discussed in the sec- 
tions which follow. 


Treatment of Overhead Expenditure 


The basic problem in connection 
with overheads is, of course, the de- 
termination of the proportion which 
should be included in the inventory 
values. The discussion in the Recom- 
mendation begins by pointing out 
that there are basically four classes of 
overhead expenditure. These are: 


(a) production expenses relating to 
the manufacturing operation and 
other indirect expenses of acquir- 
ing and producing stock; 

(b) administration expenses not at- 
tributable directly to the acquisi- 
tion or production of stock or the 
bringing of it to a saleable condi- 
tion and location; 

(c) selling expenses; 

(d) finance charges. 

It is also pointed out that each of 
these may also be divided into two 
main categories, fixed and variable, or 
in other words those which are incur- 
red strictly on a time basis and those 
which vary more or less with the 
level of activity. 

It is suggested in the Recommenda- 
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tion that there is general agreement 
that selling and finance charges are 
unrelated to the activities of bringing 
the stock to its existing condition and 
location and thus should not be in- 
cluded in inventory values. It is also 
stated, however, that beyond _ this 
there is no general agreement al- 
though in practice three main posi- 
tions can be distinguished. These are 
summarized as follows: 


1. The exclusion of all overhead ex- 


penses. 

2. The exclusion of all except margin- 
al overhead costs. 

3. The inclusion of an appropriate 
proportion of the overhead ex- 
penditure of the period in which 
the goods were produced. 

The first position requires no fur- 
ther description. The second position 
bears some resemblance to the pro- 
cedures advocated by the proponents 
of “direct costing” on this continent. 
It differs from their view, however, in 
including only the marginal cost of 
the inventory, that is, the extra cost 
that has been incurred to produce the 
extra quantity included in the in- 
ventory. Direct costing, on the other 
hand, would include in inventory the 
average unit variable cost. In practice 
the two amounts would probably not 
be very different. 

The third position is the one usual- 
ly accepted in this country and in the 
the United States. In the latter coun- 
try at any rate, it seems to be fairly 
generally established that failure to 
include full overhead is a failure to 
abide by generally accepted principles 
of accounting. The Canadian situa- 
tion is not so clear as there is at least 
a hint in Bulletin No. 5 that exclusion 
of overheads is sometimes justified. 

As will be seen from actual recom- 
mendations discussed above, there is 
no specific pronouncement on_ this 
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subject by the English Institute. The 
principle to be followed in deciding 
how to treat overheads is the one 
applicable to all aspects of inventory 
valuation, namely, the choice of meth- 
od which ensures that the trend of 
the trading results will be shown fair- 
ly. No specific guidance is given on 
this point but certain factors to be 
weighed in reaching a decision are 
listed and discussed. The principal 
factors mentioned are the following: 


1. The length of the production 
period. 

2. The probability of volume fluctua- 
tions. 


3. The risk of price declines in the 
finished product. 


4. The proportion of the business 
done to customers’ orders and the 
proportion done for stock. 


5. The proportion of the overheads 
which are fixed compared with 
those that vary more or less with 
the volume of production. 


In general it seems that the English 
Institute is not too favourable to the 
inclusion of fixed overheads in in- 
ventory values. No specific statement 
is made to this effect but the examples 
chosen seem, on the whole, to em- 
phasize the difficulties and dangers 
which may result from the postpone- 
ment of fixed costs into subsequent 
periods rather than the advantages of 
the procedure. It is made clear that 
when fixed overheads are included, the 
amount included should be based on 
normal volumes. When unusual dis- 
ruptions or curtailments of produc- 
tion occur, the excess unit overheads 
are to be charged in the current 
period in order to avoid carrying for- 
ward “an excessive part of the ex- 
penditure of the period in which the 
disruption occurred”. This, it is said, 
would relieve the profit and loss of 


the period of charges which it ought 
to include and would fail to reflect 
the adverse effects of the curtailment 
of production in the period in which 
it occurred. 


A further indication of the general 
opposition to the deferral of over- 
heads is contained in the discussion of 
the effect of material fluctuations in 
production and sales. In this section 
it is suggested, in effect, that only in 
those cases where stable production 
and sales result in a fairly consistent 
inventory quantity can the inclusion 
of overheads in inventories be justi- 
fied. In other words, whenever the in- 
clusion of fixed overheads in inventory 
values would have a material effect, 
they should be excluded because 
otherwise, “their inclusion in stock has 
the effect of relieving the profit and 
loss account in the period when they 
are incurred of expenses which it 
should fairly bear and of charging 
these expenses in a later period to 
which they do not properly relate”. 
Other cases in which the exclusion 
of overheads from inventories is ap- 
parently approved include those busi- 
nesses in which the risk of style 
change or price fluctuation makes the 
recovery of full overhead cost prob- 
lematical and those where stocks are 
held for long periods for maturing so 
that the ultimate price is uncertain. 


The only example given in which 
the inclusion of overheads seems to 
be considered fully justified is the one 
dealing with construction and similar 
businesses where there are large jobs, 
long in process, on which the ultimate 
recovery is fairly certain. This ex- 
ception actually only seems to confirm 
the assumption that the inclusion of 
fixed overheads in inventory is not 
really approved in England except in 
those cases where it makes little dif- 
ference to the results. It can be 
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argued that the “marginal” approach 
is favoured, but it is hard to decide 
from the discussion in the Recom- 
mendation whether this procedure is 
regarded as actually desirable or is 
merely tolerated. 


Determination of Cost 


Five methods of arriving at “cost” 
are recognized as appropriate in nor- 
mal circumstances. These are: unit 
cost, first-in first-out, average cost, 
standard cost, and “adjusting selling 
price”. Unit cost appears to be the 
method usually described in this 
country as specific item cost and ad- 
justed selling price appears to be the 
retail method. Certain warnings are 
introduced in the discussion of stand- 
ard cost and the retail method. A 
regular review of standards with a 
revision and adjustment where neces- 
sary is said to be an essential condi- 
tion for the use of the standard cost 
method. Similarly, a warning is given 
regarding the necessity of taking 
mark-downs into account in calculat- 
ing cost by the retail method. It is 
pointed out that failure to make this 
adjustment produces a figure not of 
cost, but of something approximating 
replacement price. 

It will be noted that Lifo, as might 
be expected, is not included in the 
list of acceptable methods. It is not 
ignored, however, but is discussed 
along with the base stock method and 
the selling price method as procedures 
sometimes encountered. It would ap- 
pear that Lifo and the base stock 
method are only tolerated and that 
the use of an inventory figure which is 
“based on prices paid for stocks ac- 
quired many years previously and 
many times replaced” is not consider- 
ed appropriate. The use of selling 
price as the basis for pricing finished 
product is apparently recognized as 
generally accepted in some industries 
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although it does not seem to be really 
approved. 


Market 

As indicated in the summary sf the 
recommendations themselves, the term 
“market” has been eliminated. In the 
earlier bulletin the term was restricted 
to “net realizable value” and it was 
provided that where replacement cost 
was used it should be so described. 
In the new Recommendation it is re- 
commended that the terms “net realiz- 
able value” and “replacement price” 
be used exclusively. Apparently it 
was found that the two possible 
meanings for the term “market” made 
it too vague and too easily misunder- 
stood to be satisfactory. A similar ap- 
proach to the more complex prob- 
lem on this continent where “market” 
can mean “net realizable value less 
normal profit” as well as “net realiz- 
able value” and “replacement cost” 
would seem desirable. 


The English Institute continues to 
favour the use of net realizable value 
as the measure of the portion of cost 
that should be written off as _ ir- 
recoverable. Replacement cost, or “re- 
placement price” as it is now to be 
called, is only to be substituted for 
net realizable value in certain situa- 
tions where the net realizable value is 
unobtainable or is considered to be 
irrelevant in the light of all the cir- 
cumstances. 


A number of situations are de- 
scribed in which the use of replace- 
ment price rather than net realizable 
value is considered to be justified. 
The first case discussed is that in 
which the volume of stock is large in 
relation to turnover or there is a long 
period between the purchase of raw 
material and its conversion into and 
disposal as finished goods. In these 
circumstances it is suggested that cur- 
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rent realizable values may not provide 
the best guide to what the prospective 
net realization of the whole stock may 
be and replacement price may, there- 
fore, be used as the best available 
guide to ultimate recovery value. 


It is also suggested that in business- 
es in which selling prices are based on 
current replacement costs, it may be 
considered important to make sure 
that a loss is recorded in the period in 
which a reduction in buying prices 
occurs rather than in the period in 
which the goods are sold. If this is 
considered desirable, the use of re- 
placement price in inventory will 
achieve this result. 


The third situation in which it is 
suggested that replacement price may 
be appropriately used occurs in those 
businesses in which skill in buying or 
efficiency in production are very im- 
portant. In these cases it may be felt 
that the purchase (or manufacture) of 
stocks at prices in excess of those in 
effect at the end of the period in- 
dicates that a loss due to misjudged 
buying or inefficient production has 
occurred. The valuation of inventory 
at replacement price will result in the 
recognition of this loss in the period 
in which it occurs. 


Even in those situations in which it 
is decided that replacement price is 
more appropriate than net realizable 
value, it is recommended that the 
actual method used to value inventory 
be described. As the use of “market” 
is to be avoided, the terms recom- 
mended to replace “lower of cost or 
market” are at “the lower of cost and 
net realizable value” or “at the lowest 
of cost, net realizable value, and re- 
placement price”. It is interesting to 
note that in accordance with the 
views of the purists the “or” which 
formerly appeared in Recommenda- 
tion 10 in the phrase “the lower of 


cost or market value” has now been 
replaced by the more grammatically 
correct “and”. It is to be hoped that 
this example will be duly noted in this 
country and that even if we cannot 
bring ourselves to adopt it here, we 
may at least follow the American 
method of avoiding the problem by 
speaking of “cost or market, which- 
ever is the lower”. 


General 


The most interesting features of 
the new recommendations for a Can- 
adian will probably be thought to be 
the elimination of the term “market” 
and the clear preference expressed for 
the use of net realizable value. Ad- 
vocates of direct costing may find 
comfort in the apparent reluctance of 
the English Institute to recommend 
the inclusion of fixed overheads in 
inventory values, although those on 
the other side of the question may 
also find encouragement for their 
views in the evidence that the need 
for the inclusion of some overhead in 
inventory is now more widely recog- 
nized in England. The obvious Eng- 
lish distaste for Lifo is not surprising 
although one might have expected 
some slight movement towards this 
concept. In the field of disclosure the 
recommendation that the method of 
valuing inventories be described con- 
cisely but in detail is a definite de- 
parture from present practice on both 
sides of the Atlantic. In view of the 
wide latitude which still exists in the 
choice of method, it may be worth 
considering whether or not our own 
requirements should not be broadened 
to require a description of the method 
used to value inventory in every case 
and not just in those cases where the 
inventory value differs materially 
from current cost. 
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Tax Review 


By the time that this column 
reaches the reader, the effects of Mr. 
Fleming's Baby Budget may be 
clearer than they are at the time of 
writing. By long odds this was the 
most interesting and controversial 
budget in living memory, and it 
would be a brave man to predict be- 
fore Christmas 1960 the course of 
events in international financial ar- 
rangements as they will be affected by 
ideas “of a class or kind made in 
Canada”. 

Instead, we reproduce below a 
document which has reached us by 
courtesy of the Ontario Institute. 
Apart from the fact that it is vitally 
important for Ontario practitioners 
and taxpayers, it has value for readers 
in all provinces, both on points of cur- 
rent information and for the time 
when processing at the Ottawa Taxa- 
tion Data Centre will be extended to 
returns from other provinces. 


SuGGEsTIONS For Fiiinc 1960 
INCOME TAx RETURNS 

This memorandum has been pre- 
pared by the Institute of Chartered 
Accountants of Ontariv in cooperation 
with officials of the Taxation Division 
of the Department of National Re- 
venue. The purpose is not to repeat 
all of the instructions issued with the 
forms, but to indicate those areas 
where the most common omissions 
and difficulties occur. The memor- 
andum is divided into the following 
main sections: 

1. The Ottawa Data Centre—a brief 


Edited by CAMPBELL W. LEACH, C.A. 
McDonald, Currie & Co., Montreal 


description of the data centre's pur- 
pose and its particular significance to 
Ontario T1 taxpayers 

2. Enquiries—where and how these 
should be made 

3. Forms—where they may be ob- 
tained 

4. Completion of returns—a review 
of the more common filing omissions 

5. Enclosures—where and how they 
should be attached 

6. Mailing—with special emphasis 
on the Ontario coding system 

7. Payments—the basic rules on re- 
mittances of various kinds. 


The Ottawa Data Centre 


In January, 1960 the Taxation Data 
Centre was established in Ottawa to 
assess the 1959 Tl Short returns of 
Ontario taxpayers by means of elec- 
tronic equipment. In 1961, while its 
operations will still be confined to 
Ontario, it will process both 1960 T1 
Short and T1 General returns. These 
will be filed directly to the data cen- 
tre instead of to district offices. 

Those preparing returns for clients 
should be aware of the relationship of 
the data centre to the public. It has 
no direct dealings with taxpayers. As 
in the past, dealings between the Tax- 
ation Division and the taxpaying pub- 
lic remain a function of district tax 
offices. Any enquiries received by the 
data centre, either before or after 
assessment, or any returns needing ad- 
ditional information from taxpayers, 
will be referred to the district office 


183 











184 THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1961 


in whose area the taxpayer resides. 
After assessment by the data centre, 
returns are forwarded to the district 
office whose code appears on them. 
Thus it is important that each return 
be final and complete and on a return 
form coded for the district taxation 
area in which the taxpayer resides. 
Return forms have been distributed in 
each area bearing the code for that 
area. A list of these codes is given 
below under the heading of mailing. 
Another new feature is being intro- 
duced concerning Ontario taxpayers 
who made instalment payments in re- 
spect of their 1960 income tax. Its 
purpose is to facilitate the proper al- 
location of credit for such payments. 
In February 1961 there will be for- 
warded to each taxpayer who has re- 
mitted instalment payments a state- 
ment showing the total amount stand- 
ing to his credit in respect of 1960 in- 
come tax. This statement is, in a 
sense, equivalent to a T4 slip issued 
by an employer to his employee in 
respect of tax paid by deductions at 
source. This statement of credit for 
Tl General returns should be attach- 
ed to the particular taxpayer’s return 
when it is filed to the data centre. 


Enquiries 

If an enquiry needs to be made in 
respect of a particular client-taxpayer, 
it should be made to the district taxa- 
tion office in whose area he resides. 
This applies whether the enquiry has 
to do with a return of any kind, an 
assessment, the status of an income 
tax or tax deduction account, a col- 
lection matter and so on. 

In making an enquiry, be sure you 
have authorization in a form accept- 
able to the Taxation Division to deal 
with them on your client’s behalf. Re- 
member that employees of the Divi- 
sion are bound by the secrecy provi- 


sions of the income tax law. These 
provisions and the Division’s rules for 
enforcing them are designed mainly 
for the benefit of taxpayers and their 
authorized representatives. In the 
case of telephone enquiries, in par- 
ticular, the Taxation Division em- 
ployee to whom you are speaking 
may be expected to take reasonable 
precautions to establish your bona 
fides before discussing a taxpayer's 
affairs with you. 

In making an enquiry, whether by 
letter, or verbally, be clear and speci- 
fic as to the particular matter you are 
enquiring about. A district tax office 
has a number of departments, each of 
which may deal with different aspects 
of your client’s tax affairs. The prin- 
cipal departments are: 


Taxroll—deals with demands for re- 
turns and statements or other informa- 
tion. 

Accounts—deals with collections, in- 
stalment payments, etc. (Separate 
sections are maintained for corpora- 
tions, individuals, employees’ deduc- 
tions, non-resident tax. ) 

Assessments—deals with the deter- 
mination of tax. (Separate sections 
are maintained for business, individ- 
uals’ investment income, salaries and 
wages, estates and deceased persons, 
gift tax, winding-up, non-resident 
tax. ) 

Appeals—deals with notices of ob- 
jection and appeals. 


Allow a reasonable time for your 
enquiry to be dealt with properly. 
Avoid enquiring about an involved 
matter by telephone. Write or call in 
person in these complex cases. 


Forms 

In Ontario, 1960 T1 Short and Tl 
General returns will be given the 
usual public distribution through em- 
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TAX REVIEW 


ployers, post offices and district taxa- 
tion offices. In this general distribu- 
tion, the Tl forms are pre-folded and 
placed in envelopes pre-addressed to 
the Taxation Data Centre, P.O. Box 
456, Ottawa. Both the returns and 
envelopes bear a district taxation of- 
fice code letter. 

Extra supplies of coded but un- 
folded, unenveloped forms are avail- 
able at district taxation offices. 

Other forms such as T2’s, T4’s, es- 
tate tax forms, etc., are available at 
district taxation offices. In ordering 
these, specify your requirements clear- 
ly by form number and quantity. 

Accountants can make a significant 
contribution to economical govern- 
ment by exercising care and discretion 
in ordering and using tax forms. Re- 
member, they only appear to be free! 


Completion of Returns 

It is in this area that care and exact- 
ness can minimize errors which lead 
to delays and correspondence which 
are costly to taxpayers, their advisers 
and the Taxation Division alike. 

Each form bears instructions as to 
when, where and how it should be 
filed. In addition, the more common- 
ly used forms are accompanied by 
guides and explanation sheets cover- 
ing their use. These warrant study. 

The area where the most common 
omissions occur in the basic tax re- 
turn forms are described below. 


TI Shorts 

(a) Give unemployment insurance 
number wherever applicable. 

(b) Account for full twelve months 
of the year where details of employ- 
ment are requested, giving explana- 
tion for periods when not employed. 

(c) Give details of investment in- 
come, using list if necessary. 
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(d) Give name and address of re- 
cipient of alimony. 

(e) Show tax paid by deductions 
separately from tax paid by instal- 
ments. 

(£) Answer all the applicable ques- 
tions pertaining to dependants. 

(g) Where donations or medical 
receipts are numerous, provide a list 
showing names, dates paid and totals. 

(h) Complete and file Form T1E- 
NR where deduction is claimed for 
non-resident dependant. 

(i) Give the telephone number of 
your client where he can be most con- 
veniently contacted. 


T1 Generals . 

(a) The most common fault of Tl 
General returns is missing or incom- 
plete financial statements, or state- 
ment so condensed that they are vir- 
tually useless. Where a firm has sev- 
eral partners, it is preferable to attach 
a set of statements to each partner’s 
return. Where this is not feasible, 
make a clear cross-reference to the 
return which does contain the neces- 
sary statements. 

(b) Note that a balance sheet is 
required unless the taxpayer is en- 
titled to use the “cash” method of 
computing income. 

(c) Where carbon copies or photo- 
stats of statements are supplied, be 
sure they are legible and durable. 

(d) Where the Tl General requires 
details of expenses claimed (e.g., con- 
vention expenses) provide complete 
and adequate details. 

(e) Complete carefully all the re- 
quired details about home address, 
mailing address, names of partners, 
types of business or profession, etc. 

(£) Give the telephone number 
where your client may be most con- 
veniently contacted. 
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T2’s 

(a) As with Tl Generals, the most 
common fault of T2’s is missing or in- 
adequate financial statements, or 
statements so condensed as to be of 
little value. Note carefully the re- 
quirements of the T2 return for finan- 
cial statements, auditor’s reports and 
supporting schedules. 

(b) Information on new corpora- 
tions is frequently incomplete. Names, 
addresses and shareholdings of bene- 
ficial shareholders following incor- 
poration would be helpful. 

(c) Schedule (h) on payments of 
interest, rents, royalties, etc. is fre- 
quently omitted. It should show the 
amount and nature of all such pay- 
ments to any one person whose total 
exceeds $100 for the fiscal period un- 
less they have been reported on an 
Information Return. 

(d) Allocation of taxable income 
by provinces is frequently omitted 
or is incorrectly completed. 


Other Forms 

A frequent omission is the filing of 
Forms NR4 and NRi in connection 
with payments to or received on be- 
half of non-residents. 


T1 Returns of Deceased Taxpayers 

(a) Mark the return clearly “De- 
ceased Taxpayer”. 

(b) Show date of death on the re- 
turn. 

(c) Give name and address of 
executor, or administrator, and of 
solicitor looking after estate. 

(d) Do not forward birth cer- 
tificates, death certificates, or copies 
of letters of administration unless re- 
quested to do so. 

(e) Make any election under sec- 
tion 64(2) at time of filing final year’s 
return to avoid losing privilege of 
electing. 
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(f) Do not forget to file T4 slip or 
letter from former employer in lieu 
thereof. 

With all tax returns, a good basic 
rule is to answer all the applicable 
questions and supply all the required 
supporting data in the first instance. 
It will save you time in the long run. 


The Taxation Division requests, in 
respect of T1 returns, that the mailing 
address of a taxpayer is not made any 
longer than is necessary to ensure 
correct delivery of assessment notices, 
refund cheques, etc. The capacity of 
punch-card equipment for processing 
names and addresses is limited. If 
possible, avoid the use of “care of” 
if this will necessitate an extra line. 
Include postal zone of city to assist 
the post office in prompt mail de- 
livery. 


Enclosures 


Make sure that all the T4 slips, 
other information slips, donation and 
medical receipts with supporting lists, 
financial statements, etc. are assem- 
bled in a logical sequence. Attach 
them securely to the return in such 
a manner that they can be scrutinized 
without being detached. A satisfac- 
tory method with T1 Generals is to 
attach them with a staple through 
the upper left corner of the enclosures 
to the upper left corner of page 3 of 
the return. 

Cardboard covers on_ financial 
statements tend to be bulky and un- 
wieldy and are better left off for filing 
purposes. 

Do not forget to attach the State- 
ment of 1960 Income Tax Paid by In- 
stalments referred to in section 1 
above. These will be distributed to 
taxpayers in February 1961, and ac- 
countants should obtain them from 
their clients because they are to be 
attached to returns to support claims 
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TAX REVIEW 


for instalments made. Where there is 
any question as to the correctness of 
a client’s statement, it should be taken 
up with the district taxation office be- 
fore filing. 

Cheques or money orders being 
submitted with returns as payment of 
taxes on filing should be securely 
fastened to the middle of page 1 of 
the return, i.e. on the face of the re- 
turn. 


Mailing 

Where possible, returns of Ontario 
taxpayers on forms Tl General and 
Tl Short should be filed in the en- 
velopes provided. When filing in 
bulk, place returns coded for each dis- 
trict taxation area in a separate en- 
velope or parcel and indicate the ap- 
propriate code letter on the enclosure. 


Where official filing envelopes are 
not used, provide an envelope of 
ample size as cutting machines are 
used by the data centre for opening 
mail and use of too small an envelope 
runs the risk of damage to the con- 
tents. 

Wherever possible, file individual 
returns as soon as they are prepared 
and signed rather than holding them 
until April 30. 

Do not mail any of the following to 
the Taxation Data Centre: 

(a) Correspondence 

(b) Tl returns for any year other 

than 1960 

(c) Amended T1 returns 

(d) T2’s, T4’s, or any returns other 

than 1960 TI's. 


In section 1 on the Ottawa Data 
Centre it was described how each of 
the eleven Ontario district taxation 
offices has been given a code letter. 
The 1960 T1 forms being distributed 
to the public in each district bear the 
code letter for that district. Its pur- 
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pose is to enable the returns of resi- 
dents of a particular district to be re- 
turned to the district office for follow- 
up where necessary and for permanent 
storage after processing by the data 
centre. For this reason it is important 
that employers who have employees 
in several district taxation areas 
should distribute Tl Short returns 
bearing the proper codes when they 
make their usual distribution of T4 
slips and Tl Short forms. They may 
order forms of different codes when 
they complete the annual order form 
provided to them by the Taxation Di- 
vision. Similarly, accountants who 
have clients in several different dis- 
trict offices should use returns for 
those clients bearing the codes for the 
particular districts in which the clients 


reside. The district taxation area 
codes are: 

Code District Taxation Area 
A Ottawa 

B Kingston 

Cc Belleville 

D Toronto 

E Hamilton 

F St. Catharines 

G Kitchener 

H London 

K Windsor 

L Sudbury 

R Fort William 
Payments 


Payments on filing should be made 
by cheque or money order payable to 
the Receiver General of Canada. 
Wherever possible, a separate cheque 
for each return being filed greatly 
assists processing. Each should be 
securely attached to the face of its ap- 
propriate return. 


In other kinds of payments such as 
instalment payments or remittances of 
tax deductions, use the remittance 
forms provided and make sure they 
are completed. If a remittance form 
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is not available, provide complete 
allocation information in a covering 
letter. Avoid describing the type of 
tax being remitted by making nota- 
tions on the face of cheques. 

If it is necessary to submit one 
cheque covering several kinds of tax 
payments, provide an accompanying 
statement allocating the payment 
quite clearly so that the proper ac- 
counts may be credited by the district 
taxation office. This is especially im- 
portant, too, where a cheque signed 
by one person is remitted for tax of 
another person. Identification of the 
taxpayer for allocation purposes is 
most important. Remember that there 
are many taxpayers with the same or 
similar names. 

Avoid remitting post-dated cheques. 


Recent Tax Cases 
Tax Appeal Board 


Agency contracts ruled trade contracts and 
not capital assets that go to the root of 
the business. Hence, payment made by 
company to an employee to terminate 
agency contracts are income to the em- 
ployee as an adventure in the nature 
of trade (Kennedy, G. W. v. M.N.R.). 

Loss on sale of dry goods merchandise re- 
ceived in settlement of partnership equity 
decided to be a capital loss. Appellant 
claimed a deductible loss since he was in 
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the wholesale and retail dry goods busi- 
ness. Court concluded that appellant was 
not personally in this business since he 
was only an inactive partner in a dry goods 
partnership and an employee shareholder 
of another dry goods business (Marantz, 
F. v. M.N.R.). 

Land and building purchased and rental in- 
come derived therefrom for three years. 
Owner denied C.C.A. and terminal loss 
on demolition of building when it could 
not reasonably be considered that the 
property had been purchased with the in- 
tention of producing income. City ordi- 
nance existing at time of purchase re- 
quiring demolition within three years was 
deciding factor (Reisman, G. v. M.N.R.). 


Granting of option on rights to quarry 
granite by emphyteutic lessee for $58,000 
returned capital to lessee. Quarrying 
rights value ruled distinct from the value 
of the lease itself. Lessee made all pay- 
ments of rent and never sold the lease it- 
self. Income under sale of rights non- 
taxable (Robitaille, P. E. v. M.N.R.). 


Exchequer Court 

Cash discounts available to trade debtors at 
year-end ruled a proper deduction in com- 
puting income for the year. Appeal dis- 
missed, however, because of application 
of since repealed section 14(1). Allow- 
ance of discounts would have constituted 
a change in method of computing income 
with which the Minister was loathe to 
concur at the time (Crane Ltd. v. 
M.N.R.). 
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Current Reading 








MAGAZINE ARTICLES 


BUSINESS CONDITIONS 

“1961 Economic Forecast” by the 
Prudential Insurance Company’s Plan- 
ning and Development Department, 
§ pages. 

This is an optimistic forecast of 
U.S. economic activity in 1961. Since 
Canada is more than ever an eco- 
nomic satellite of the United States, 
the forecast, by implication, also pro- 
mises a prosperous year ahead for this 
country. 

For the full year 1961, according to 
this appraisal, major areas of Ameri- 
can national output are likely to com- 
pare with 1960 as follows: business 
capital expenditures, down by $3 
billion, or 6%; inventories, down $2 
billion in contrast to a rise of $3.5 
billion in 1960; residential construc- 
tion expenditures, up $1 billion, and 
an increase of 6% in housing starts; 
foreign trade surplus, up $1 billion; 
consumer purchases, up $9 billion; 
and government spending, up $7.5 
billion. 

U.S. gross national product in 1961 
is estimated to total about $514 bil- 
lion, $10 billion more than the 1960 
figure. There is thought to be a good 
possibility that the rate in the fourth 
quarter of 1961 will be $20 billion 
above the current level of national 
output. 

Consumer prices are expected to 
remain fairly stable throughout 1961. 


Whether this levelling in consumer 
prices can be continued beyond 1961 
will depend, in the view of the fram- 
ers of this report, on the monetary, 
fiscal, agricultural and foreign trade 
policies adopted by the U.S. govern- 
ment. 

In the year ahead, the U.S. econ- 
omy is expected to accomplish its ad- 
justment to shifts in demand with 
relatively little hesitation in its for- 
ward progress. Business activity is 
likely to drop in the opening months 
as inventories are trimmed further 
and as business capital expenditures 
are reduced moderately. By the end 
of the first quarter, however, it is 
forecast that the correction will have 
been completed and the stage set for 
a new advance in output. The current 
adjustment is thus likely to be com- 
pleted with even less interruption in 
economic growth than has been the 
case in previous mild postwar busi- 
ness recessions. In sum, according to 
this report, the U.S. economy is be- 
coming increasingly stable and more 
able to resist cumulative downward 
pressures than in the past. This is 
contrary to the view of those who 
argue that the rapid recovery from 
each previous postwar adjustment was 
possible only because of the great 
backlog of unsatisfied demand. 


DISTRIBUTION COSTS 


“MARKETING Cost ANALYSIS: NEGLECT- 
ED Opportunity’, by E. W. Kelley. 
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The Controller, November 1960, page 
517 et seq. 

The author of this article calls on 
accountants, controllers and treasur- 
ers to take more interest in the analy- 
sis and control of marketing costs. The 
field at the moment, he says, has been 
usurped by economists and mathema- 
ticians who attempt to contribute to 
the management of marketing with no 
coordination whatsoever with the fi- 
nancial area. While operations re- 
search, market research, linear pro- 
gramming and game theory have con- 
tributed to the performance of the 
marketing function, accountants have 
continued just keeping the books. Too 
often, says Mr. Kelley, the bookkeep- 
ing is antiquated in the light of mod- 
ern marketing needs — by natural ac- 
counts without regard to responsibili- 
ties or functions, without volume in- 
dication or cost measurements, and 
without analysis or comparison with 
other methods from the profitability 
point of view. 


Accountants, states the author, can 
turn their talents to the following 
areas in marketing: evaluation of new 
products, comparisons of business 
methods, alternate methods of market- 
ing and pricing, evaluation of sales ef- 
fort and efficiency of distribution ov- 
erations. With concrete examples, he 
shows how five problems, usually re- 
ferred to the market researcher, the 
mathematician, or to overations re- 
searchers, could as easily have been 
handled by the accountant. 


That accountants must direct some 
of their attention to marketing cost 
analysis is clear from the facts of the 
case: marketing costs are rising more 
steeply than other costs. In 1959, 
for example, gross national product 
was 186% higher than in 1949, an in- 
crease of 59% in phvsical volume and 
of 27% in price over 10 years. The 





consumer price index during this 


period rose by 23%. Salesmen’s sal- 
aries, however, went up on the aver- 
age by 79%. The cost of operating 
their automobiles was 35% higher. The 
cost of transporting finished goods 
went up by 41% to 102%, depending 
upon whether shipment was by rail 
or truck. Newspaper ads were up 
36%. The cost of T.V. advertising per 
thousand homes went up by 34%. 


FINANCE 


“Stock VALUES AND Stock Prices” by 
Nicholas Molodovsky. The Analysts 
Journal, May-June 1960, page 9 et seq; 
July-August 1960, pages 53-64. 

Molodovsky. in this article, outlines 
a theory which he believes should be 
used in valuing stocks. 

He discounts “price-earnings ratios” 
as a means of valuation, since the ap- 
plication of such a multiplier does not 
permit a value to be obtained :nde- 
pendent of price. Furthermore, the 
record between 1871 and 1959 shows 
no correlation between the general 
level of stock prices and price-earn- 
ings ratios. Strange as it may seem, 
price-earnings ratios are highest dur- 
ing depressions; wars and _ inflation 
tend to bring low ratios. 

A big problem in securitv analysis 
today, says Molodovsky, is that people 
study price sheets and ignore corp- 
orate earnings. Along with this 
group, he includes the practitioners of 
“operations research” whose principal 
ingredients are time series and proba- 
bilities. Random numbers exhibit a 
superficial impression of meaningful 
regularitv, says the author, but there 
is a feed-back problem with its at- 
tendant instability since buyers of 
stocks are influenced by the activities 
of other buyers. 


The intelligent approach to security 
valuation requires that projected earn- 
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ings be discounted by a capitalizer 
that is not related to the price of the 
security in any way. Earnings them- 
selves and their own characteristics 
must govern the size of the multiplier 
used. Between current earnings and 
average stock prices there is no signi- 
ficant correlation, Molodovsky stresses, 
only representative earning power and 
its rate of growth possess theoretical 
and practical usefulness. 

Thus, changes in growth rates of 
projected trend lines of future earn- 
ings, and the number of years during 
which each rate will prevail, should 
determine the capitalizers. 

No element of price enters into the 
appraisal of common stocks by this 
method. Value is the standard 
against which to determine whether 
the price is high, low or reasonable. 

Part II of this study, which appears 
in the July-August issue of the Ana- 
lysts Journal, demonstrates the prac- 
tical application of the theoretical 
method of security valuation present- 
ed in part I. Molodovsky’s first 
example compares two stocks with 
identical current-earnings but differ- 
ent rates of estimated future earnings 
growth, showing that price is not the 
criterion for valuation. In the bal- 
ance of the article, he applies his 
valuation technique to the 30 stocks 
in the Dow Jones Industrial Average. 


MANAGEMENT 


“THE MytTH OF THE SPECIALIST’, by 
Clarence B. Randall. Dun’s Review 
and Modern Industry, November 
1960, pages 34-36. 

The author, formerly board chair- 
man of Inland Steel Company and, 
at the time of writing, a special assist- 
ant to President Eisenhower, sees in- 
dustry and government endangered 
by an invasion of specialists who have 
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mastered one “minuscule” segment of 
business practice and can do nothing 
else. The energetic pursuit of special- 
purpose brains is likely to create more 
problems than it solves, he says. The 
end result is likely to be frustration 
for the company and heartache for the 
man. 


Whether the specialists come from 
outside or are bred within an organi- 
zation, they are a threat to the one- 
ness of purpose, and the understand- 
ing interlocking of responsibility, 
which every successful organization 
must have, continues Mr. Randall. 
Unless the danger is recognized and 
forestalled, myopia replaces breadth 
of vision, and synthesis of effort fades 
out. When the process goes too far, 
a company can become as disorgan- 
ized as an army made up entirely of 
sharpshooters. Unless all the varied 
skills found throughout the entire 
workforce can be unified by minds 
broad enough to sense the composite 
value of all their efforts, only confu- 
sion and frustration can _ result. 
Breadth at the top cannot be built on 
a foundation of narrowness at the 
bottom. 


PROFESSIONAL 

“Tue Aupirors HAvE ARRIVED’, by T. 
A. Wise. Fortune, November 1960, 
page 151 et seq; December 1960, page 
144 et seq. 


Eight firms dominate the practice 
of public accounting in the United 
States. These firms and their senior 
partners, who are characterized as 
being among the most powerful men 
in U.S. business, are portrayed in the 
first part of this two-part article. 
Hitherto undisclosed facts about these 
firms, such as their gross fees and net 
income, are also discussed. 


Forces that have made public ac- 
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counting one of the fastest growing 
professions are said to be increasing 
industrial complexity, taxation and the 
emphasis on “accountability” by corp- 
orate managers, who, acting for stock- 
holders, require objective standards 
for judgment of their efforts. In the 
postwar years the rise of the profes- 
sion is said to have been accelerated 
by three phenomena: a wave of corp- 
orate mergers; the need for better ac- 
counting on the financial affairs of 
labour unions, pension and welfare 
funds, foundations and other institu- 
tions; and the push of the big eight 
into management services. These fac- 
tors have led to an increase in the 
number of certified public accountants 
in the U.S. from 243 in 1900 to 71,000 
today. 


The influence of accountants and 
auditors has also spread to all levels 
of government. In the U.S. federal 


government alone, there are now 16.- 
845 employees with accounting train- 
ing. The F.B.I. employs 700 trained 
accountants. and there are over 400 
C.P.A.’s in the general accounting of- 
fice. One of the latter is the Control- 
ler General. 


In both business and government, 
accountants tend to get heavily in- 
volved in policy because thev are the 
only ones able to understand a mod- 
ern budget. In New York Citv, for 
example, the budget director is re- 
ported as dominating the city’s board 
of estimate and as being “the single, 
most powerful official in the city”. At 
the national level, U.S. budget direc- 
tor Maurice Stans has played an im- 
portant role in several major policy 
decisions. 


According to Fortune, many ac- 
countants and auditors confess to an 
uneasiness about their present situa- 
tion. This uneasiness stems from a 
feeling that the profession has not yet 
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done a satisfactory job of resolving all 
the uncertainties and ambiguities as 
to the proper ethical conduct of audi- 
tors in situations where their private 
interests seem to clash with their 
clients. There is also an urgent need 
to resolve what is meant by “generally 
accepted accounting principles”. The 
nature of these ambiguities, and the 
prospects for resolving them, are dis- 
cussed in the second of the two 
articles. 


SYSTEMS 

“OrFice Propuctiviry: NEw PatH 70 
Prorits” — A special Report to Man- 
agement. Dun’s Review and Modern 
Industry, September 1960, pages 42- 
110. 


This survey of 275 companies re- 
veals what the experts believe to be 
the greatest trouble spots in today’s 
office and shows which factors are 
clearly hampering productivity. 

Ineffective supervision was the most 
frequently named source of waste and 
inefficiency by the companies survey- 
ed. Others listed the poor training of 
office workers. poor scheduling of 
work, poor selection methods and 
overstaffing as the maior areas of 
waste. Thirty respondents felt that 
employees are allowed to snend too 
much time away from their desks. 

Many companies called weak sys- 
tems and procedures the main cul- 
prit. To others. duvlication of the 
same work causes the most waste. 
Also mentioned as serious sources of 
wasted dollars were lack of work per- 
formance standards, misuse of equiv- 
ment, a failure to obtain new equip- 
ment, unnecessary reports and the 
dilatory attitude of most clerical 
workers. 

Companies which have investigated 
the problem of office inefficiency 
pointed to specific reasons for the 
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continuing slow pace of office produc- 
tion. The shortage of clerical work- 
ers is said to result in high turnover 
and the lack of a satisfactory incen- 
tive for workers to boost their output 
to hold their jobs. The neglect of 
such plant engineering techniques as 
work measurement, work flow analy- 
sis and work simplification is thought 
to have contributed to the low level 
of office productivity. 


Finally, the lack of coordination be- 
tween departments is reported to re- 
sult in a splintering of the related 
paperwork. Many individual paper- 
processing departments work only 
with their limited departmental ob- 
jectives in mind, rather than coordi- 
nated companywide goals. Systems 
and methods staffs must consequently 
spend their time solving departmen- 
tal problems, instead of developing 
coordinated systems to move informa- 
tion smoothly and quickly throughout 
the entire company. 


To cope with the problem of con- 
trolling office costs, most of the com- 
panies surveyed are developing bet- 
ter systems and are becoming more 
highly mechanized. They are also 
stressing work measurement tech- 
niques, job descriptions, use of cleri- 
cal procedure manuals and _ tighter 
s*heduling of work. Thev report, too, 
plans for better supervision, direct in- 
centives. more thorough _ training, 
more reliable testing. and improve- 
ments in the office environment as a 
stimulus to efficiency. The clerical 
work force is being used more ef- 
firiently by introducing greater flexi- 
bility in temporary interdepartmental 
transfers of personnel. 


To help solve the immense data 
paperwork problems of industry, of- 
fice equipment makers are now pre- 
paring new products on a huge scale. 
Predicted by the experts for the years 
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ahead are desk-mounted television 
screens for instantaneous data retriev- 
al, typewriters that take dictation di- 
rectly, adding machines operating on 
an optical scanning principle to im- 
prove speed and accuracy, phones 
equipped with television, and ac- 
counting machines quieter and more 
compact than today’s models. 
Clearly, chartered accountants will 
have to keep abreast of these de- 
velopments. According to the ex- 
perts, there is room for a 507 increase 
in office productivity. The account- 
ing profession will have a large part 
to play in improving the present un- 
satisfactory performances. 


BOOK REVIEW 


“Direct Costing and Program-Plan- 
ning” (Direct Costing und Program- 
ming) by Hans-Hermann Boehm and 
Friedrich Wille; published by Verlag 
Modern Industrie, Munich; 141 pages; 
D.M. 16.80. 

The authors of this German volume, 
both partners in a consulting firm. de- 
scribe the relations between standard 
costing and linear programming, two 
most important and progressive de- 
velopments for the production man, 
the sales manager, the business man- 
ager and the accountant. Two sections 
of the book discuss direct costing and 
programming separately, but the au- 
thors make it clear that in most prac- 
tical applications these methods or 
systems are only useful if they are 
applied simultaneously and comple- 
ment each other. 


Part I discusses the origin, proced- 
ures and limitations of direct costing. 
with charts and extensive references 
to modern cost accounting authorities 
and publications. Included are inven- 
tory valuation problems, arising from 
both U.S. and German tax require- 
ments, and limitations of the direct 
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costing system in full-capacity pro- 
duction and labour-shortage situa- 
tions, both of which considerations are 
significant in the light of current 
economic conditions in Germany. 


Part II deals with programming 
and discusses the sales margin and 
the contribution margin, taking a cri- 
tical approach to various aspects of 
profit-planning and margin analyses. 
Linear and non-linear programming 
are discussed for cases of full em- 
employment, using both the mathe- 
matical (formula) and non-mathe- 
matical approaches. Related subjects 
are the “where” and “when” for addi- 
tional use of direct costing, the cost 
centre and profit centre, and the 
profit-volume ratio. 

Being in German, this little book is 
of relatively little value to members 
of the Canadian profession. This is 
unfortunate as it is very informative, 
depicting as it does the great influence 
in Europe of modern U.S. cost ac- 
counting thought and practice. 

W. E. von HERTZENBERG 
Toronto, Ontario. 


BOOKS RECEIVED 


“A Thousand and One Accounting Books— 
Pamphlets — Articles Published during 
1960”; published by Keith Business Library, 
Box 453, Ottawa; 50 pages; $2.00. 


This mimeographed brochure lists the 
books, pamphlets and articles published on 
accounting subjects each month from No- 
vember 1959 to November 1960. It is a 
comprehensive bibliography, although it 
would be more useful if the monthly sec- 
tions were integrated into one annual in- 


dex. 


“Accounting and Reporting Problems of the 
Accounting Profession”; published by Ar- 
thur Andersen & Co., September 1960, 125 


pages. 
Discussed in this booklet are 20 account- 
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ing and reporting problems ranging from 
“price-level depreciation” in chapter 1 to 
“scope of examination with respect to bank 
holding companies” in chapter 20. Each 
chapter defines a specific problem, reviews 
existing practices with respect to the prob- 
lem, states the viewpoint of Arthur Ander- 
sen & Co., the A.I.C.P.A. and the S.E.C., 
respectively, and concludes with a discus- 
sion of the problem and a brief analysis of 
the Arthur Andersen & Co. viewpoint. 


Copies of this publication are available 
on request. 


“The Postulate of Accounting — What it \ 


is, How it is Determined, and How it 


_ 
S 


should be Used”; published by Arthur An- “ 


dersen & Co., September 1960, 43 pages. 


This memorandum has been prepared by 
Arthur Andersen & Co. to set forth the views 
of the firm with respect to the determina- 
tion and application of the principal postu- 
late of accounting. Following a review of 
the purposes of accounting and the so-called 
postulates that have been stated in the past, 
the memorandum concludes that “fairness” 
is the one basic postulate underlying all 
accounting principles. The use of _ this 
postulate in the determination of an ac- 
counting principle is illustrated. Copies of 
this memorandum may be obtained from 
Arthur Andersen & Co. 


Publishers’ Addresses 


Prudential Insurance Company’s Planning 
and Development Dept., King & Yonge 
Sts., Toronto 1, Ont. 

The Controller, 2 Park Ave., New York 16, 
N.Y. 

The Analysts Journal, 82 Beaver St., New 
York 5, N.Y. 


Dun’s Review and Modern Industry, 90 
Church St., New York 8, N.Y. 

Fortune, Time & Life Bldg., Rockefeller 
Centre, New York 20, N.Y. 

Verlag Moderne Industrie, Aachener Strasse 
9, Munchen 23, Deutschland. 

Arthur Andersen & Co., 120 S. LaSalle St., 
Chicago 3, Ill. 
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NEWS OF OUR 


British Columbia 

J. Edward Black & Co., Chartered Ac- 
countants, L. D. Barnes, C.A. and L. H. 
McNicol, C.A. announce the merger of their 
practices under the firm name of J. Edward 
Black, Barnes, McNicol & Co., Chartered 
Accountants, with offices at 200-1200 West 
Pender St., Vancouver 1. 

Winspear, Hamilton, Anderson & Co., and 
Winspear, Higgins, Stevenson & Doane, 
Chartered Accountants, announce the re- 
moval of their offices to 201 Medical Bldg., 
9901-101st Ave., Fort St. John. 

Oswald, Blades & Co., Chartered Ac- 
countants, announce the dissolution of their 
partnership. Henceforth the practice of their 
profession will be conducted under the 
firm name of John C. Oswald & Co., Char- 
tered Accountants, at 902 Stock Exchange 
Bldg., with J. C. Oswald and J. G. Oswald 
as partners. P. G. Blades will commence 
practice on his own account at 501 Stock 
Exchange Bldg., Vancouver. 

Myhill-Jones, Southworth & Chambers, 
Chartered Accountants, announce the dis- 
solution of their partnership. Henceforth 
the practice of their profession will be con- 
ducted under the firm name of Myhill-Jones, 
Southworth & Co., 1664 West Broadway, 
Vancouver 9, with W. R. Myhill-Jones and 
W. Southworth in partnership. 

A. D. Hamilton, C.A. announces the re- 
moval of his office to 1013-675 W. Hastings 
St., Vancouver 2. 


Manitoba 

Donovan, Stone & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 136 Eleventh St., Brandon. 


Ontario 

J. R. MacArthur, C.A. has been appointed 
manager of accounting of Union Carbide 
Canada Ltd., Toronto. 

R. F. D. Wilson, C.A. and G. E. Bur- 
rows, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Wilson & 
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Burrows, Chartered Accountants, with offices 
at 3% Simcoe St., S., Oshawa. 

F. T. Reisman and Sydney Wagman, 
Chartered Accountants, and Fred Skurka, 
C.A. announce the merging of their practices 
under the firm name of Reisman, Wagman, 
Skurka & Co., Chartered Accountants, 3768 
Bathurst St., Ste. 204, Downsview. 

Punchard, Grant & Co., Chartered Ac- 
countants, announce the merging of their 
practice with that of Campbell, Lawless, 
Parker & Black, Chartered Accountants. 
Henceforth the practice of their profession 
will be conducted under the firm name of 
Campbell, Lawless & Punchard, Chartered 
Accountants, Rm. 514, 159 Bay St., Toronto 
i 

Monteith, Monteith, Riehl & Co., Char- 
tered Accountants, Oshawa, announce the 
admission to partnership of B. R. Waters, 
C.A. 

K. G. Linn, C.A. announces the opening 
of an office for the practice of his profes- 
sion at Rm. 1023, 67 Yonge St., Toronto 1. 

Hahn, Warner, Blackstien & Co., Char- 
tered Accountants, announce the removal of 
their office to 3768 Bathurst St., Downsview. 

G. F. Deeth, C.A. announces the opening 
of an office for the practice of his profes- 
sion in Clarkson, Ont. 

H. G. Barrier, C.A. has been appointed 
general manager of Stationery & Office 
Equipment Guild of Canada Inc., Toronto. 

L. H. Newnham, C.A. has been appointed 
comptroller of Holt, Rinehart and Winston 
of Canada Ltd., Toronto. 

Rudson, Goldfarb & Co., Chartered Ac- 
countants, 55 Bloor St. E., Toronto, an- 
nounce the admission to partnership of 
Gerald Birnbaum, C.A. 


Quebec 

Lemire, Rouleau & Cie, C.A., et Herve 
Forgét, C.A. annoncent la fusion de leurs 
pratiques professionnelles dont le nom 
devient Lemire, Rouleau, Forgét et Cie, 
C.A., 3189 Masson, Montréal. 
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Watt & Cook, Chartered Accountants, an- 
nounce the retirement of Alexander Watt, 
C.A. and the admission to partnership of 
S. W. Sewell, C.A. Mr. Watt will remain 
associated with the firm as consultant. The 
practice will be carried on under the firm 
name of Watt & Cook, Chartered Account- 
ants, 5165 Sherbrooke St. W., Montreal 28. 

Nathan Bacal, C.A. announces the admis- 
sion to partnership of Harold Greenspon, 
C.A. Henceforth the practice of their pro- 
fession will be carried on under the firm 
name of Bacal & Greenspon, Chartered 
Accountants, Ste. 805, 159 Craig St. W., 
Montreal. 

M. Georges Fortier, C.A. annonce l’admis- 
sion comme associé de M. Léopold Mar- 
chand, C.A. Ils pratiqueront désormais leur 
profession sous la raison sociale de Fortier, 
Marchand & Cie, Comptables Agréés, 175 
rue Principale, Rouyn, P.Q. 


OBITUARIES 


We announce with regret the death of: 
CHARLES MACLEOD LANG — who died 


INSTITUTE 


ONTARIO INSTITUTE 


Continuing Education: The Council has 
established a Committee on Continuing 
Education under the chairmanship of C. 
L. King, F.C.A. The committee personnel is 
representative of practising firms, the uni- 
versities and members employed in industry. 
Preliminary meetings have been held and 
the committee hopes shortly to make ar- 
rangements for one or two _ introductory 
lecture series. When a director of continu- 
ing education is appointed by the C.I.C.A., 
the committee will coordinate its efforts with 
him. 














B.C. INSTITUTE 


Student Recruitment: C.A. firms in Nanaimo 
will man one of 25 career booths at the 
Nanaimo Senior High School Career Exhi- 
bition to be held on Wednesday, February 
8, 1961. 
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on December 16, 1960 in Victoria, at the 
age of 83. At the time of his death he was 
the last remaining charter member of the 
Alberta Institute which was incorporated in 
1910. Mr. Lang was originally admitted to 
the Institute of Chartered Accountants and 
Actuaries of Glasgow in 1903. He served on 
the Council of the Alberta Institute from 
1936 to 1942 and was its president in 
1938-39. For his services he was awarded 
a Fellowship in 1939. For many years Mr. 
Lang was associated with the Provincial 
Audit Office in Edmonton and at the time 
of his retirement was acting provincial 
auditor. 


JAMES S. FIDLER — a member of the 
Alberta Institute since 1922, who died in 
Rome, N.Y. on December 16, 1960 at the 
age of 61. Mr. Fidler had been with public 
accounting firms in Calgary, New York, 
Cleveland and Syracuse before joining Re- 
vere Copper and Brass Inc. as assistant 
treasurer of the Rome (N.Y.) division in 
1937. At the time of his death he was 
treasurer and assistant secretary of the 


firm. 


NOTES 





VANCOUVER ISLAND C.A. CLUB 


The annual meeting of the Vancouver 
Island Chartered Accountants Club was held 
on Friday, November 18, 1960 at the Pacific 
Club, Victoria. Gordon Green, Keith Light- 
body and John Tarrant of Victoria, and 
Bert Pickard of Nanaimo were elected to 
the 1960-61 executive. 


SASKATOON C.A. ASSOCIATION 


The association held a dinner in honour 
of Mr. John A. Wilson, president of the 
Canadian Institute, and Mrs. Wilson on the 
occasion of their visit to Saskatoon. Mem- 
bers and their wives attended from Hum- 
boldt, Melfort, North Battleford, Prince 
Albert, Saskatoon and Wilkie. Mr. Wilson 
spoke on “The Changing Public Image of 
the Chartered Accountant” and “The Role 
of the C.I.C.A. in International Affairs”. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to 
The Canadian Chartered Accountant, 69 
Bloor Street East, Toronto 5, Ontario 
Closing date is 11th of preceding month. 


CHARTERED ACCOUNTANT (Jewish) 
wishes to sell medium-sized well-established 
practice in Montreal, because of illness. 
Will remain with purchaser as long as re- 
quired. Box 313. 


PRACTICE WANTED: Toronto, Jewish 
C.A., by purchase, succession arrangement 
or position leading to partnership. Box 305. 


CHARTERED ACCOUNTANT — Toronto, 
1959 graduate, B.Com. desires per diem 
work or permanent position. Box 304. 


ACCOUNTING PRACTICE wanted. Char- 
tered accountant wishes to purchase 
medium sized practice in the city of To- 
ronto. All replies will be acknowledged 
and held in the strictest of confidence. 
Box 307. 


ACCOUNTANT’S PRACTICE for sale. 
Metro Toronto area. Box 308. 


CHARTERED ACCOUNTANT, age 32, 
with practice in Toronto-Port Credit area, 
interested in association with another small 
firm for mutual benefit and subsequent 
partnership. Box 309. 


THOROUGHLY EXPERIENCED and 
qualified practising member with B.Com., 
R.LA., C.A., has many years of auditing, 
controllership and consulting experience, 
with small practice, wishes to join forces 
with larger practice in greater Toronto. 
Box 302. 


ACCOUNTANTS AND AUDITORS: Chal- 
lenging positions offering wide scope for 
initiative and ability are open at several 
locations of a large company which requires 
professionally qualified accountants, or ad- 
vanced students, for various positions with- 
in its audit department. The positions 
offer excellent opportunities for advance- 
ment to other management positions within 
the Accounting area. Preference will be 
given to applicants under 35 years of age. 
Please reply to Box 311 enclosing a copy of 
a recent photograph and give full details of 
qualifications and salary required. Replies 
treated in strictest confidence, 
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C.A., B.COM., 36, nine years in public 


practice desires purchase or partnership 
arrangement leading to succession, in South 
Western Ontario. Box 312. 


CHARTERED ACCOUNTANT’S practice 
in Toronto-Hamilton area for sale or part- 
nership arrangement. Annual gross $15,000. 
Reply Box 306. 


CHARTERED ACCOUNTANT — 1956 
graduate, B.Com., with broad experience, 
available on per diem basis in Toronto 
area. Box 280. 


CHARTERED ACCOUNTANT — Toronto, 
available evenings and weekends by the 
hour. Also for per diem work. Box 303. 


INTERMEDIATE STUDENTS required by 
Newman & Newman, Chartered Account- 
ants, Toronto. EMpire 6-8941. 


PARTNERSHIP, SUCCESSION or purchase 
—Montreal—1950 graduate who has recent- 
ly commenced practice is interested in as- 
sociation with a C.A. having an established 
practice. Box 310. 


CHARTERED ACCOUNTANT or similarly 
qualified person required for an expanding 
financial institution in Montreal. Permanent 
position, contributory pension fund and 
other benefits. No travelling involved. Re- 
plies will be held in strictest confidence and 
should include details regarding personal 
and business background. Apply Box 301. 


INSURANCE COMPANY — Internal Aud- 
itor: Our client, a world-wide insurance 
organization conducting business throughout 
Canada from headquarters in Montreal, is 
seeking to fill the position of Internal Audit- 
or. Reporting directly to top management, 
the position requires a person with potential 
executive ability and offers good oppor- 
tunities for advancement to more senior 
financial positions in the organization. Ac- 
ceptable candidates should be in the 30 to 
40 age group, preferably University Com- 
merce graduates or Chartered Accountants. 
Bilingual ability preferred but not essential. 
Salary offered is in the range from $7,500 
to $9,000 depending upon ability, qualifica- 
tions and experience. Replies will be treat- 
ed in the strictest confidence and should be 
made in writing to: Peat, Marwick, Mitchell 
& Co., Chartered Accountants, 901 Victoria 
Sq., Montreal, P.Q. 





97 

















BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 


Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 


STEWART, SMITH & MACKEFEN 
Barristers and Solicitors 


Roy Building - - - + + = = Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - Hamilton, Ont. 


GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - - - - Ottawa 4, Ont. 


BLAKE, CASSELS & GRAYDON 
Barristers and Solicitors 


The Canadian Bank of Commerce Building - - Toronto 1, Ont. 
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BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 
The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 
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McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 


MELVILLE O')DONOHUE, B.Com. 
Barrister and Solicitor 


12 Richmond Street East’ - - - - Toronto 1, Ont. 





WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 
Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - - -  - Montreal 1, Que. 





| STIKEMAN & ELLIOTT 
| Barristers and Solicitors 


505 Bank of Canada Building - - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 


100 Place dYouville, Suite 200 - - - Quebec, P.Q. 
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MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


2236 Albert Street - - + Regina, Sask. 





LIFE INSURANCE 


MERTON DURANT — ROSS DURANT, C.L.U. 
We offer service based on many years of successful experience. 


Pension Plans, Estates Analysis, Employee Benefit Plans 


THE CANADA LIFE ASSURANCE COMPANY, 330 UNIVERSITY AVE., TORONTO 


JAMES B. RUSSEL, B.A., B.Com., C.L.U. 
Estate Planning 


SUN LIFE OF CANADA, 60 VICTORIA ST., TORONTO 


ELDER, DONALDSON & CROFTS 


CREATIVE ESTATE ANALYSIS BUSINESS LIFE INSURANCE EMPLOYEE BENEFITS 
BUSINESS VALUATIONS — GEO. OVENS, C.P.A. 


Licensed with The London Life Insurance Company 
Chartered Life Underwriters 55 Yonce STREET, TORONTO, ONT. 


J. MILTON BROWN — J. ROGER FLUMERFELT 


Chartered Life Underwriters 
GROUP BENEFITS BUSINESS INSURANCE ESTATE PLANNING 


LONDON LIFE INSURANCE COMPANY 
200 Sr. James St. West MONTREAL, Quz. 


SAMUEL LITWIN, C.L.U. 
Estate and Business Insurance Analyst 
SUN LIFE OF CANADA 
Sun Lire Burmpinc MONTREAL, QUE. 








How does Accounts 
Receivable Financing work? 


The. cost for the loan is slightly higher 
than the interest rate charged by the bank, 
our charge being 7% per annum. Our 
profit is made from a small service charge 
of from 1% to 242% per invoice, charged 
only once (and not each month as some 
people think), that is made when the 
receivables are discounted. 


We set no limit on our loans. Our 
advances are made accordingly to their 
sales. The more they sell, the more money 
the firm needs to operate. Funds are 
available immediately as goods are 
shipped. 


No contracts are signed obligating the 
firm to discount all their receivables for 
any period of time with us. 


Nor do we ask that they assign all their 
accounts to us. The firm may wish to keep 
certain accounts, who do not wish to be 
factored, for themselves. 


_ We advance 75% -90% on the 
invoices. These advances are usually made 


on a weekly basis but can be done 
more frequently if desired. 


The difference, which we call reserves, 
is paid back when the account is paid. 


Advances on every acceptable schedule 
of invoices will be paid the same day 
we receive the schedule. 


Last year the total volume of factoring 
and accounts receivable financing in the 
United States reached $11-billion. Non- 
Bank Financing evidently works. The 
costs are usually offset by increased sales; 
and increases profits through having 
proper inventories and mo plant and 
equipment made possible by our funds. 


INTER-PROVINCIAL COMMERCIAL 
DISCOUNT CORPORATION LIMITED 
1541 Davenport Road, 

Toronto 4, Ontario, LE. 6-1115 


SOLE UNDERWRITERS OF 
Professional Group Loss of Income Plans 


For 


The Institute of Chartered Accountants of Ontario 


The Academies of Medicine of Hamilton, Ottawa and Toronto 


The Associations of Professional Engineers of Alberta, British 
Columbia, Ontario and Quebec 


The Bars of Montreal and Vancouver, and the Law Association 


of York County 


and over 100 other professional Associations throughout Canada 


Continental Casualty Company 


ASSOCIATION GROUP DIVISION 
Head Office of Canada: 160 Bloor St. E., Toronto 





remembers 

four 4 

times ~ 

more than 4 
before’ * 


so what? These days tough-minded 
executives are asking blunt questions 
about machine features and usable 
results! What, for instance, can this nev 
16,000 position memory of the solid-state 
IBM 1401 mean to you? 


IT MEANS the 1401 can take on 
bigger, more complicated jobs 
handle them faster, in fewer passes. 
More real working capacity than many 
systems with much larger memories. 


WHAT IT MEANS IN USABLE 
RESULTS. For the Manufacturing, 
Government, or Distribution industry 
... the high speed core capabilities, more 
data in memory and high density tapes 
mean more extensive distributions. For 


With the addition of the single module (above the asterisk) 
the 1401's capacity can now be extended beyond 4,000 characters, 
by increments of 4,000 toa marimum of 16,000 characters. 


Bankers, the 1401 will handle the com- 
plete demand accounting job. For Insur- 
ance—rating and coding . . . and consoli- 
dated functions. For Utilities—you can 
put your complete rate structure in 
memory and have extra capacity for the 
complete billing job on the high speed, 
600-lines-per-minute printer . . . plus 
skip-space economy. 
IT MEANS BALANCED DATA 
PROCESSING... or total systems 
performance. IBM’s dynamic program of 
Balanced Data Processing has one aim 
. to see to it that you get more data 
processing per dollar. "Your local IBM 
representative will be pleased to give 
you the full details . . plus purchase or 
lease arrangements. 


balanced data processing 


“~ IBM 


INTERNATIONAL BUSINESS MACHINES COMPANY LIMITED, DON MILLS, ONT. 
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